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IN THE MATTER OF THE JOINT NOTICE OF 
INTENT VERIZON COMMUNICATIONS INC. 
AND MCI, INC. I I 

NOTICE OF INTENT 

Verizon Communications Inc. (“Verizon”) and MCI, Inc. (“MCY), on behalf of their 

regulated subsidiaries, (collectively, the “Parties”) hereby submit, pursuant to Ariz. Admin. Code 

R14-2-803, their Joint Notice of Intent to the Arizona Corporation Commission (“Commission”). 

I. INTRODUCTION 

1. The Parties have entered into an Agreement and Plan of Merger (the 

“Agreement”), pursuant to which MCI will be merged with and into ELI Acquisition, LLC. ELI 

Acquisition will then be renamed MCI, LLC, and will continue as a wholly owned subsidiary ol 

Verizon. Verizon is the corporate parent of the following named Verizon subsidiaries thai 

provide telecommunications services in Arizona: Verizon California Inc.; Verizon Select Service: 

Inc.; One Point Communications-Colorado, LLC d/b/a Verizon Avenue; Bell Atlantic 

Communications, Inc. d/b/a Verizon Long Distance; and NYNEX Long Distance Company d /b / t  
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Verizon Enterprise Solutions. 1 MCI is the parent corporation of MCImetro Access Transmissior 

Services LLC; MCI WorldCom Network Services, Inc.; TTI National, Inc., Teleconnect Long 

Distance Services and Systems Co. d/b/a Telcom USA; MCI WorldCom Communications, Inc.: 

and Intermedia Communications, Inc. (collectively the “MCI subsidiaries”),2 all of which provide 

telecommunications services in Arizona. Neither Verizon nor its affiliates are currently affiliated 

with MCI or its affiliates. 

2. The Parties understand that the Commission staff intends to review the proposed 

transaction under the Affiliated Interest Rules, Ariz. Admin. Code R14-2-801 et seq. The Parties 

respectfully submit, however, that the rules should not be applied to the acquisition of MCI by 

Verizon. In Arizona Corporation Commission v. State, 171 Ariz. 286, 830 P.2d 807 (Ariz. 1992): 

the Arizona Supreme Court held that the rules ‘‘apply only to public utilities subject to the 

Commission’s jurisdiction.” Accordingly, the rules should not apply to 

transactions that, like this one, do not directly involve utilities under the Commission’s 

jurisdiction. The only two parties to the proposed acquisition - Verizon Communications Inc. 

and MCI, Inc. - are Delaware parent companies that do not provide telecommunications or other 

certificated services in Arizona. Neither the Verizon subsidiaries nor the MCI subsidiaries that 

provide regulated services in Arizona are parties to the transaction, and the acquisition of MCI’s 

830 P.2d at 819. 

1 

telecommunications services is currently pending before the Commission. See Docket No. T-0423 1A-03-0937. 
Verizon Avenue Corp . ’~  application to provide resold and facilities-based local exchange and interexchange 

2 Intermedia Communications, Inc.’s certificate of public convenience and necessity is pending cancellation a1 
the company’s request as part of MCI’s CLEC consolidation. See Docket Nos. T-0329 IA-05-0038; T-03541 A-05- 
0038. 
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parent corporation will not affect the relationship that these entities have with the Commission.3 

As a result, approval of the transaction should not be required under the Affiliated Interest Rules. 

3. That said, to the extent approval of the transaction is required under the Affiliated 

Interest Rules, it should be granted. The legal status of Verizon's and MCI's regulated 

subsidiaries in Arizona will remain unchanged following the transaction, and these companies 

will remain subject to the Commission's authority to the same extent following the acquisition as 

before it. As demonstrated herein, the proposed acquisition is in the public interest and will be 

beneficial to all relevant stakeholders. The transaction will have no adverse effect on the rates or 

the quality of service of the regulated Verizon and MCI subsidiaries. To the contrary, the greater 

resources of Verizon following the acquisition will enhance its ability to provide a full array of 

competitively-priced, facilities-based, high quality services and products in a dynamic 

telecommunications market in which wireless and broadband services are rapidly replacing the 

use of traditional wireline services. 

11. THE PARTIES AND THEIR AFFILIATES 

A. Verizon 

4. Verizon Communications Inc. is a corporation created and existing under the laws 

of the State of Delaware. Its principal office is located at 1095 Avenue of the Americas, New 

York, New York 10036. Verizon's telephone operating company subsidiaries provide 

telecommunications services on a regulated and unregulated basis in 29 states, Puerto Rico, and 

3 Nor does the transaction satisfy the criteria that would require MCI to file a Notice of Intent despite its 
receipt of limited waivers of the Affiliated Interest Rules. See Decision No. 62702 (June 30, 2000) (requiring MCI to 
file a Notice of Intent only with respect to reorganizations that are likely to result in: (i) significant increased capital 
costs of its Arizona operations; (ii) significant additional costs allocated or charged directly to the Arizona 
jurisdiction; or (iii) significant reduction in net income of its Arizona operations). 
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the District of Columbia, serving 53 million access lines. Although Verizon itself provides nc 

services and is not a regulated telephone company within Arizona or elsewhere, Verizon’s loca 

telephone subsidiaries are subject to public utility regulation in the jurisdictions in which the! 

operate, including Arizona. They are also subject to regulation by the FCC for the services the! 

provide pursuant to federal tariffs and the federal Communications Act of 1934. Verizon’: 

Arizona subsidiaries provide regulated telecommunications services in Arizona. 

5 .  Verizon’s domestic telecommunications services include the provision o 

exchange telecommunications services, encompassing switched local residential and busines: 

services, local private line, voice and data services, and Centrex services. Verizon also provide: 

intraLATA and interLATA toll and interexchange services, as well as exchange access services 

including switched access and special access services. Verizon provides these wireline service: 

to consumers, small and enterprise businesses, and to other telecommunications carriers 

Verizon’s other domestic subsidiaries provide voice and data wireless services, informatior 

services including directory publishing, and electronic commerce. Verizon’ s internationa 

subsidiaries conduct wireline and wireless communications operations. 

6. In 2004, Verizon had annual operating revenues of approximately $71 billion 

Stressing diversity and a commitment to the communities in which it operates, Verizon has i 

highly diverse national workforce of 2 10,000 employees, including approximately 145( 

employees in Arizona. Verizon has a strong balance sheet and investment-grade credit rating anc 

is a stable, viable enterprise. 

B. MCI 

- 4 -  
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7. MCI, Inc. is a corporation created and existing under the laws of the State of 

Delaware, with its principal office located at 2200 1 Loudoun County Parkway, Ashburn, Virginia 

20 147. MCI’s subsidiaries provide telecommunications services on a regulated and unregulated 

basis throughout the United States and in several foreign countries. 

8. MCI’s subsidiaries provide services to business and government customers, 

including 75 federal government agencies. Among the enterprise services MCI provides through 

its subsidiaries are a comprehensive portfolio of local-to-global business data, Internet, and voice 

services, including IP network technology, Virtual Private Networking, SONET private line. 

frame relay, ATM, and a full range of dedicated, dial and value-added Internet services. 

9. Although MCI, Inc. is not a regulated telephone company within Arizona or 

elsewhere, some of MCI’s subsidiaries are subject to public utility regulation in the jurisdictions 

in which they operate. The MCI subsidiaries identified above provide consumer services, 

including interstate long distance services, intrastate toll services, competitive local exchange 

services, and other telecommunications services in Arizona. MCI’s subsidiaries are also subjeci 

to regulation by the FCC for the interstate services they provide. 

10. In 2004, MCI had annual operating revenues of approximately $21 billion. MCI 

has over 42,500 employees nationally and internationally, and provides jobs for approximatelj 

1000 employees in Arizona. 

11. DESCRIPTION OF THE TRANSACTIONS AND ITS ARIZONA EFFECTS 

1 1 .  The details of the transaction are set forth in the Agreement and Plan of Merge] 

(the “Agreement”), a copy of which is attached as Exhibit 1. The Agreement was amended or 

March 29, 2005, by an Amendment, which is attached as Exhibit 2. As described in tht 
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Agreement, MCI will merge into ELI Acquisition, LLC, a Delaware limited liability company, 

which is wholly owned by Verizon and was created solely to facilitate the transaction. ELI 

Acquisition, LLC will be the surviving company in the merger, and Verizon will be its parent 

corporation after the merger. Verizon intends to rename the company “MCI, LLC.” 

12. Under the Agreement as amended, MCI’s shareholders will receive 0.4062 shares 

of Verizon common stock and $2.75 cash for every share owned of MCI (rather than 0.4062 

shares of Verizon common stock and $1.50 cash for every share owned of MCI, as described in 

the Agreement). In addition to the Verizon shares and cash, MCI shareholders will receive a 

special dividend in the amount of $5.60 per share (rather than the $4.10 described in the 

Agreement), less any dividend paid by MCI between February 14, 2005, and the consummation 

of the transaction. See Amendment 71 (a)-(d). 

13. Until the transaction is completed, both corporations will continue to operate as 

independent entities. The acquisition will not occur until all necessary governmental and 

regulatory approvals and reviews have been obtained or completed. This process includes a 

review by the Department of Justice, the FCC, and some state commissions. At the time the 

transaction is completed, MCI’s regulated subsidiaries in Arizona will remain as subsidiaries of 

MCI, LLC, and the authorizations and licenses currently held by MCI’s regulated subsidiaries 

will continue to be held by the respective entities. 

14. After the transaction is completed, MCI, LLC, will be a subsidiary of Verizon. 

The acquisition will not change the relationships of MCI subsidiaries with the Commission. The 

Agreement does not call for the merger of any assets, operations, lines, plants, franchises, or 

permits of MCI’s regulated subsidiaries with the assets, operations, lines, plants, franchises, or 
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permits of any Verizon entity. Nor does the Agreement call for the encumbrance of any such 

assets in Arizona. Similarly, the Agreement does not call for any change in the rates, terms, or 

conditions for the provision of any telecommunications services provided in Arizona. 

15. The transaction will not affect the regulatory authority of the Commission over 

any of Verizon’s or MCI’s regulated subsidiaries, nor will it have any impact on the services that 

those subsidiaries provide in Arizona. Therefore, the acquisition will not interfere with the 

Commission’s jurisdiction nor impede the satisfaction of its public policy goals. Verizon’s and 

MCI’s state-regulated subsidiaries will continue to meet all of their obligations and commitments 

under the Commission’s rules, regulations, and orders. 

16. The acquisition will have no anti-competitive effect in Arizona or nationally. As 

discussed below, Verizon does not currently address the upper end of the enterprise market with a 

wide array of services, nor has it been equipped to address customers with nationwide interests in 

that market. MCI, on the other hand, is an acknowledged leader in the market for enterprise 

telecommunications services. Verizon is a recognized leader in services to consumers and small 

businesses and is committed to building out a broadband network to improve those services. 

Competition, including increasingly important intermodal competition, will continue unimpaired. 

111. BENEFITS OF THE PROPOSED TRANSACTION 

17. The transaction is in the public interest because it will not adversely impact service 

in Arizona, but instead will result in benefits to residential and business customers by allowing 

the two companies to use their complementary strengths and resources to deliver a wider array of 

competitive products and services than either company could provide alone. Verizon has a long 

history of corporate responsibility and good citizenship in the communities it serves, and it will 

- 7 -  
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continue that tradition in Arizona after this transaction is concluded. MCI has a practice o 

providing good jobs and cutting-edge network technology, and the acquisition will only enhanct 

that capability. Thus, the Arizona communities served by the combined company will benefi 

from the transaction. 

18. The proposed acquisition will have no adverse impact on rates or service quality oj 

any regulated Arizona telephone utility or telephone corporation. As discussed below, thc 

transaction will greatly enhance the abilities that Verizon and MCI independently possess tc 

provide a comprehensive suite of services to consumers, businesses, and government customers 

As a result of the transaction, Verizon and its MCI subsidiary will be able to provide a broadei 

array of competitively priced services to business, government, and residential customers by 

improving the speed of delivery for wireline services, broadband services, wireless services. and 

IP-based services to that vital sector of the U.S. economy. 

19. This transaction is the logical next step in the continuing evolution of the 

telecommunications industry, an evolution that is driven by customers and technology. The 

availability of wireline and wireless packages of “any time, any distance” minutes of use, Interne! 

communication (including instant messaging), text messaging, and voice over Internet protocol 

(“VoIP”) services has blurred the historical lines between local and long distance service. Today. 

customers rely on an array of communications platforms that include not only traditional and 

broadband wireline services (providing voice, DSL, Internet connectivity, and VoIP), but other 

platforms, such as wireless mobile (including cell phones, wireless data, wi-fi, wi-max, and 

PDAs) and cable platforms (providing voice, video, and data services). Wireline voice traffic no 

longer comprises a majority of the minutes used on the public switched network, and such traffic 
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is declining as a percentage of overall communications traffic. In light of these changes, i 

company providing only traditional wireline POTS service would fast become obsolete 

Consequently, the industry is rapidly restructuring itself so as to provide a full array of service: 

using new and emerging technologies in the most economically efficient way. 

20. This industry restructuring will continue irrespective of Verizon’s proposec 

acquisition of MCI. MCI has recognized that - as a result of wireless competition, intense long 

distance competition from other carriers, restrictions on marketing resulting from “Do Not Call’ 

legislation, competitors exploiting new, unregulated technologies, and applications that make 

possible such services as messaging on-the-go, high speed data connections, cable telephone. 

VoIP, e-mail, and instant messaging - its consumer business is in a continuing and irreversible 

decline, and has refocused its strategy accordingly. Verizon’s acquisition of MCI positions a 

strong new competitor to provide a broader range of competitive services to customers. 

A. Benefits to Customers 

(a) Consumers and Small Business Customers 

2 1. The transaction continues Verizon’s transformation into a national broadband 

company and will greatly enhance its advanced broadband and wireless networks. Ultimately. 

MCI’s Internet backbone network, together with Verizon’s ongoing deployment of fiber directly 

to customers, will create a platform that can support a broad array of multimedia communications 

services and applications for all customers. 

22. American consumers and small businesses will benefit from the enhanced 

deployment of wireline and wireless broadband services that this transaction will promote. This 

transaction will ensure that Internet users in the United States will continue to have a robust. 
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state-of-the-art backbone platform for their traffic; and the transaction will allow for higher 

quality of service and a greater investment in that backbone than MCI could achieve as a stand- 

alone company going forward. After the acquisition, consumers will continue to have a choice of 

competitive communications services, including wireline competitors, cable telephony providers, 

wireless services, and VoIP providers operating throughout the state. Similarly, small business 

customers will continue to be served by a host of telecommunications services providers 

including, in particular, cable companies that have recently stepped up their efforts to serve this 

segment of the business market. 

(b) Enterprise and Government Customers 

As a result of this transaction, Verizon will be able to provide better service to 

enterprise and government customers than either company could provide alone. For example, 

Verizon will be able to carry traffic over MCI's Internet backbone, improving efficiency and 

enhancing the ability to manage complex network assets and applications. Verizon will also be 

able to utilize MCI's ISP connectivity services (such as email, web hosting, and domain naming 

system services), again enhancing Verizon's capabilities in a market in which it currently is a 

small provider. 

23. 

24. Although Verizon has been working to increase its enterprise business for several 

years, it still has a relatively small share of this business and does not serve a number of regions 

of the country at all. The acquisition provides Verizon with an opportunity to expand its small 

existing presence at a faster pace. In the process, the transaction will create a new competitor thai 

is capable of providing enterprise customers across the nation with a wider array of services. 

including wireless services, than MCI is now providing. In the current environment, customer: 
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demand a comprehensive solution to their communications needs; MCI’s limited ability to offer i 

wireless product set will be solved by this transaction. 

25. Even after the Verizon-MCI transaction is completed, AT&T will remain the 

largest single provider of services to enterprise customers, with or without its proposed merge] 

with SBC. Thesc 

competitors include a number of global network service providers, as well as equipmen1 

providers, CLECs/DLECs, and systems integrators and IP applications providers.4 With such E 

vast array of providers, competition for enterprise customers has long been considered intense 

and will remain intense after Verizon acquires MCI. 

Enterprise customers are also served by a host of other competitors. 

26. This transaction will ensure that MCI’s enterprise and government customers will 

continue to be served by a strong provider of telecommunications services that can meet the 

customers’ needs. The acquisition will also help Verizon become a strong competitor that will be 

able to challenge the larger incumbents that now serve enterprise and government customers. 

Verizon would require years to develop the capabilities to compete effectively for such customers 

without this transaction. Verizon must reach these customers expeditiously in light of the 

4 Some of the global network services providers are: BT (previously British Telecom), which has entered intc 
an agreement to acquire Infonet Services Corp., a communications company that specializes in services tc 
multinational corporations; Sprint (which is merging with wireless provider Nextel); and NTT Corporation (parent ol 
Nippon Telephone and Telegraph), which through its various subsidiaries (such as NTT DoCoMo) provide5 
broadband and wireless communications as well as IT services primarily in Asia but also to other global markets. 
Equipment providers serving enterprise customers include Cisco, Avaya, Nortel, Lucent, NEC, Alcatel, Fujitsu. 
Polycom, 3Com, Juniper Networks, Enterasys Networks, Foundry Networks, and Extreme Networks. CLECs and 
DLECs providing enterprise services include Time Warner, Cox Communications, PAETEC Communications, 
Equant, XO Communications, Wiltel, Infonet, McLeodUSA, CorvisiBroadwing Communications, ITC Deltacom, US 
LEC, ICG Communications, and FiberNet Telecom Group. Among the systems integrators and IP application 
providers serving enterprise customers are IBM, Hewlett-Packard, EDS, Accenture, Unisys, Northrup Grumman, Cap 
Gemini, Harris Corporation, EMC, Brocade, Network Appliance, and Savvis Communications. 
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industry convergence and the growing intermodal competition among wireline and wireless anc 

cable providers. Moreover, the bundled wireline, broadband, and wireless offering to MCI’s and 

Verizon’s current enterprise customers is an added benefit that both companies’ customers will 

receive. Finally, the transaction will result in a more efficient operating structure, allowing for 

faster and more robust network deployment, and will strengthen MCI’s national and international 

network, which is a critical component of government communications systems, including those 

used by national defense and homeland security. 

B. 

27. 

Benefits to the American Economy 

The transaction between Verizon and MCI will allow each to benefit from the 

strength of the other using complementary competencies and networks. It will thus ensure that 

key domestic communications networks are robust and technologically advanced, thereby 

enhancing the economic viability and security of America’s homeland. 

28. This acquisition will create a global industry leader by strengthening 

simultaneously America’s premier telecommunications network builder and its leading service 

provider. Utilizing MCI’s powerful networking assets, the transaction will give Verizon greater 

ability to lead the telecommunications industry’s revitalization through new investment in world- 

class networks and services. 

C. 

29. 

Benefits to Investors in Both Companies 

This acquisition will provide MCI investors with a security that has the best 

prospect for long-term viability, stability, and prospect for growth. The transaction is expected to 

eliminate duplicative expenses and create operational efficiencies, thus enabling additional 

investment in and deployment of new services for all customers. 
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D. 

30. 

Benefits to Employees of Both Companies 

The transaction between Verizon and MCI will create a far stronger company with 

the ability to thrive and grow in the intensely competitive telecommunications industry, both 

nationally and internationally, thus providing a higher degree of stability and certainty fo1 

employees and their dependents than either company could provide alone. 

31. While it is anticipated that the transaction will lead to some reduction in the 

number of employees in duplicative jobs, the new Verizon and its subsidiary MCI will be 

stronger as a result and more likely to maintain higher levels of overall employment than eithei 

company would have been able to do on its own. 

IV. R14-2-803 INFORMATION 

A. Names and Business Addresses of the Proposed Officers and Directors of the 
Holding Company 

The proposed officers and directors have not yet been determined, but the Parties 

will supplement this Notice when this information becomes available. The Merger Agreemenl 

does not require any change in the composition of the board of Directors of Verizon. 

32. 

33. 

Ivan G. Seidenberg 

Lawrence T. Babbio, Jr. 

Doreen A. Toben 

William P. Barr 

The names of Verizon’s current officers are: 

Chairman and Chief Executive Officer 

Vice Chairman and President 

Executive Vice President and Chief Financial Officer 

Executive Vice President and General Counsel 

Thomas A. Bartlett 

David H. Benson 

Marc C. Reed 

Senior Vice President and Treasurer 

Senior Vice President and Controller 

Executive Vice President - Human Resources 
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Dennis F. Strigl Executive Vice President and President and CEO 
Verizon Wireless Joint Venture 

Thomas J. Tauke Executive Vice President 
Public Affairs, Policy and Communications 

John W. Diercksen Senior Vice President 
Strategy, Development and Planning 

Marianne Drost Senior Vice President 
Deputy General Counsel and Corporate Secretary 

William F. Heitmann 

Joleen D. Moden 

Catherine T. Webster 

Senior Vice President - Finance 

Senior Vice President - Internal Auditing 

Senior Vice President - Investor Relations 

34. The business address for Verizon’s current officers is 1095 Avenue of the 

Americas, New York, New York 10036. 

35. 

James R. Barker Hugh B. Price 

Richard L. Carrion Ivan G. Seidenberg 

Robert W. Lane Walter V. Shipley 

Sandra 0. Moose John R. Stafford 

Joseph Neubauer Robert D. Storey 

Thomas H. O’Brien 

Verizon’s current Board of Directors consists of: 

B. 

36. 

The Business Purposes for Reorganizing the Holding Company 

The Parties agreed to the acquisition because it will greatly enhance the abilities 

that both Verizon and MCI currently possess to provide a comprehensive suite of services to their 
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16 through 3 1 above, and on pages 1 and 2 of the Agreement (see Exhibit 1). 

C. Proposed Method of Financing the Holding Company and the Resultant 
Capital Structure 

37. As discussed in paragraphs 11 and 12 above and in Sections 1 .OS and 4.2 of the 

Agreement, MCI will merge into ELI Acquisition, LLC, a Delaware limited liability company 

that is wholly owned by Verizon and was created solely to facilitate the transaction. As of the 

date of the Agreement, Verizon owned all rights and title to all the outstanding membership 

interests in ELI Acquisition free of any liens, and Verizon’s authorized capital stock consisted of 

4,250,000,000 shares of Parent Common Stock and 250,000,000 shares of preferred stock, par 

value $0.10 per share. 

38.  Under the Agreement as amended, MCI’s shareholders will receive 0.4062 shares 

of Verizon common stock and $2.75 cash for every share owned of MCI (rather than 0.4062 

shares of Verizon common stock and $1.50 cash for every share owned of MCI as described in 

the Agreement); and in addition to the Verizon shares and cash, MCI shareholders will receive a 

special dividend in the amount of $5.60 per share (rather than the $4.10 described in the 

Agreement), less any dividend paid by MCI between February 14, 2005, and the consummation 

of the transaction. See Amendment 7 l(a)-(d). After the transaction closes, Verizon’s 

capitalization and structure will remain as described above, and MCI will replace ELI Acquisition 

as a wholly owned Verizon subsidiary whose initial capitalization reflects the terms of the stock 

exchange described above. 

D. Resultant Effect on the Capital Structure of the Public Utility 

- 1 5 -  



39. The acquisition as described in the Parties' Agreement will have no impact on the 

capital structure of the Arizona-regulated subsidiaries of Verizon. 

E. Organization Chart of the Holding Company Identifying All Affiliates and 
Their Relationships Within the Holding Company 

Organization charts for Verizon and MCI are attached as Exhibits 8 and 9. 

Proposed Method for Allocating Federal and State Income Taxes to the 
Subsidiaries of the Holding Company 

Allocations will comply with all applicable IRS and state guidelines and 

40. 

F. 

41. 

regulations and will be based on each member's contributions to taxable income. 

G. Anticipated Changes in the Utility's Cost of Service and the Cost of Capital 
Attributable to the Reorganization 

The Agreement will not affect the cost of services provided by the Arizona- 

regulated subsidiaries of Verizon and MCI. The transaction is expected to improve MCI's access 

42. 

to capital. 

H. 

43. 

Diversification Plans of Affiliates 

Verizon and MCI have no plans to diversify the businesses in which their Arizona- 

regulated sLusidiaries are currently engaged. 

I. 

44. 

Documents and Filings with the SEC and Other Federal or  State Agencies 

As discussed above, the proposed transaction will be reviewed by the SEC, the 

Department of Justice, the FCC, and some state agencies. Due to the substantial number ol 

filings, the Parties have not attached them to this Notice, but will promptly provide copies ol 

relevant documents upon request by the Commission. 

J. Contemplated Investment in Affiliates. 
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45. The acquisition will not adversely affect investment in the Arizona subsidiaries 

and, as discussed in Paragraphs 17-31 above, should result in an entity with increased financial 

strength. 

K. 

46. 

Manner in Which the Utility Can Assure Availability of Adequate Capital 

The Arizona-regulated subsidiaries of Verizon and MCI will be able to attract 

capital on terms no less favorable than before the proposed transaction. 

V. REQUEST FOR RELIEF 

47. If approval of this transaction is warranted, see supra para. 2, the Parties 

respectfully request that the Commission expeditiously issue an order granting such approval. As 

explained above, the proposed acquisition will be beneficial to all relevant stakeholders and is 

clearly in the public interest of Arizona. The transaction will have no adverse effect on the rates 

or the quality of service of regulated Verizon or MCI subsidiaries. To the contrary, as a result of 

the transaction, both Verizon's and MCI's operating subsidiaries will be able to provide better 

services to their customers than either company could provide alone. Because the public benefits 

of the acquisition are clear, and because these benefits will be enhanced if they are realized 

quickly, the Parties respectfully request that, if Commission approval of the acquisition is 

required, the Commission issue such approval expeditiously based on this Notice and without a 

hearing. See Ariz. Admin. Code R14-2-803.B. 

VI. CORRESPONDENCE AND COMMUNICATIONS 

48. All communications and correspondence concerning this Notice should be 

addressed or directed to the following parties: 



FOR VERIZON: 

Elaine M. Duncan 
Vice President and General Counsel 
Verizon California Inc. 
700 Van Ness Avenue 
San Francisco, CA 94 102 
(41 5 )  474-0468 (phone) 
(41 5 )  474-6546 (fax) 

Deborah R. Scott 
Of Counsel 
Snell & Wilmer 
One Arizona Center 
Phoenix, AZ 85004 
602-382-657 1 (phone: Phoenix) 
520-882-1224 (phone: Tucson) 
602-382-6070 (fax) 
drscott@swlaw.com 

Sherry F. Bellamy 
Vice President and Associate General 
Counsel 
Verizon Corporate Services COT. 
15 15 North Courthouse Road, Ste. 500 
Arlington, VA 2220 1 
(703) 351-301 1 (phone) 
(703) 351-3655 ( f a )  

Robert P. Slevin 
Associate General Counsel 
Verizon Corporate Services Corp. 
1095 Avenue of the Americas 
Room 3824 
New York, New York 10036 
(212) 395-6390 (phone) 
(2 12) 764-2739 (fax) 

Andrew B. Clubok 
Kirkland & Ellis LLP 
655 Fifteenth Street, N.W., Suite 1200 
Washington, DC 20005 
(202) 879-5000 (phone) 
(202 879-5200 (fax) 
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FOR MCI: 

Thomas F. Dixon 
Senior Attorney 
MCI, Inc. 
707 17th Street, #4200 
Denver, CO 80202 
(303) 390-6206 (phone) 
(303) 390-6333 (fax) 
thomas.f.dixon@mci.com 

Thomas H. Campbell 
Lewis and Roca LLP 
40 North Central Avenue 
Phoenix, AZ 85004-4429 
(602) 262-5723 (phone) 
(602) 734-3841(fax) 
tcampbel@lrlaw.com 

Richard B. Severy 
MCI, Inc. 
Director, State Regulatory 
201 Spear Street, 9th Floor 
San Francisco, CA 94105 
(415) 228-1 121 (phone) 
(415) 228-1094 (fax) 

Marsha A. Ward, 
National Director - State Regulatory 
Law & Public Policy 
MCI, Inc. 
6 Concourse Parkway, Suite 600 
Atlanta, GA 30328 
(770) 284-5490 (phone) 
(770) 284-5488 (fax) 

mailto:drscott@swlaw.com
mailto:thomas.f.dixon@mci.com
mailto:tcampbel@lrlaw.com


VII. CONCLUSION 

49. For the foregoing reasons, Verizon and MCI respectfully request that, if 

Commission approval is required, the Commission expeditiously issue an order approving the 

transaction. 

Respectfully submitted, 

VERIZON COMMUNICATIONS - INC. 

1 Dated: April 13, 2005 

One Arizona Center 
Phoenix, AZ 85004 
602-382-657 1 (phone: Phoenix) 
520-882-1224 (phone: Tucson) 
602-382-6070 (fax) 
drscott@swlaw.com 

MCI, INC. 

By: 
Thomas H. Campbell 
Lewis and Roca LLP 
40 North Central Avenue 
Phoenix, AZ 85004-4429 
(602) 262-5723 (phone) 
(602) 734-3 84 1 (fax) 
tcampbel@lrlaw.com 
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The ORIGINAL and thirteen (1 3) copies 
of the foregoing were filed this 13th day 
of April 2005. 

Docket Control 
Arizona Corporation Commission 
1200 West Washington Street 
Phoenix, Arizona 85007 

A COPY of the foregoing was hand-delivered 
this 13th day of April, 2005, to: 

Lyn Farmer 
Chief Administrative Law Judge 
Hearing Division 
ARIZONA CORPORATION COMMISSION 
1200 West Washington 
Phoenix, Arizona 85007 

Christopher C. Kempley, Chief Counsel 
Legal Division 
ARIZONA CORPORATION COMMISSION 
1200 West Washington Street 
Phoenix, Arizona 85007 

Ernest G. Johnson, Director 
Utilities Division 
ARIZONA CORPORATION COMMISSION 
1200 West Washington Street 
Phoenix, Arizona 85007 
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AND 

MCI, INC. 
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AGREEMENT AND PLAN OF MERGER 

This AGREEMENT AND PLAN OF MERGER, dated as of February 14,2005 
(this “Agreement”), is among VERIZON COMMUNICATIONS INC., a Delaware 
corporation (“Parent”), ELI ACQUISITION, LLC, a Delaware limited liability company 
and a direct, wholly owned subsidiary of Parent (“Merger Sub”), and MCI, INC., a 
Delaware corporation (the “Company” and, collectively with Parent and Merger Sub, the 
“parties”). 

RECITALS 

WHEREAS, the respective Boards of Directors of the Company, Parent and 
Merger Sub have deemed it advisable and in the best interests of their respective 
companies and stockholders that the Company and Parent engage in a business 
combination; 

WHEREAS, in furtherance thereof, the respective Boards of Directors of the 
Company, Parent and Merger Sub have approved and declared advisable this Agreement 
and the merger of the Company with and into Merger Sub (the “Merger”) in accordance 
with the applicable provisions of the Delaware General Corporation Law (the “DGCL”), 
and the Delaware Limited Liability Company Act (the “LLC Act”) and upon the terms 
and subject to the conditions set forth in this Agreement; and 

WHEREAS, it is intended that, for U.S. federal income tax purposes, the Merger 
(to the extent effected as a merger of the Company with and into Merger Sub and not 
pursuant to the alternative merger structure set forth in Section 1.9) shall qualify as a 
reorganization under Section 368(a) of the Code; 

NOW, THEREFORE, in consideration of the foregoing and their respective 
representations, warranties, covenants and agreements set forth in this Agreement, and 
intending to be legally bound hereby, the parties agree as follows: 

ARTICLE I 

THE MERGER; CERTAIN RELATED MATTERS 

Section 1.1 The Merger. Upon the terms and subject to the conditions set forth 
in this Agreement, at the Effective Time, the Company shall be merged with and into 
Merger Sub and the separate corporate existence of the Company shall thereupon cease. 
Merger Sub shall be the surviving entity in the Merger (with respect to all post-Closing 
pefiods, the “Surviving Entity”). At the Effective Time, the effect of the Merger shall be 
as provided in this Agreement, the Certificate of Merger and the applicable provisions of 
the DGCL and the LLC Act. Without limiting the generality of the foregoing, and 
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subject thereto, at the Effective Time, all the property, rights, privileges, powers and 
franchises of the Company and Merger Sub shall vest in the Surviving Entity, and all 
debts, liabilities and duties of the Company and Merger Sub shall become the debts, 
liabilities and duties of the Surviving Entity. 

Section 1.2 Closing. The closing of the Merger (the “Closingy7) shall, subject 
to the fulfillment or waiver of the conditions set forth in Article VJI, take place at the 
offices of Debevoise & Plimpton LLP, 919 Third Avenue, New York, New York, at 9:OO 
a.m., New York City time, on the third Business Day after all of the conditions set forth 
in Article VI1 have been fulfilled or waived (other than those conditions that by their 
nature are to be satisfied at the Closing) in accordance with this Agreement or at such 
other place and time andor on such other date as the Company and Parent may agree in 
writing (the “Closing Date”). 

Section 1.3 Effective Time. Subject to the provisions of this Agreement, as 
soon as practicable on the Closing Date, the parties hereto shall file a certificate of 
merger as contemplated by the DGCL and the LLC Act (the “Certificate of Merger”), 
together with any required related certificates, with the Secretary of State of the State of 
Delaware, in such form as required by, and executed in accordance with, the DGCL and 
the LLC Act. The Merger shall become effective at such time as the Certificate of 
Merger is duly filed with such Secretary of State on the Closing Date, or at such later 
time as Parent and the Company shall agree and specify in the Certificate of Merger. As 
used herein, the “Effective Time” shall mean the time at which the Merger shall become 
effective. 

Section 1.4 Certificate of Formation. The certificate of formation of Merger 
Sub, as in effect immediately prior to the Effective Time, shall be the certificate of 
formation of the Surviving Entity until thereafter changed or amended as provided therein 
or by the LLC Act or applicable Law (the “Certificate of Formation”), except that the 
Certificate of Formation shall be amended to provide that the name of the Surviving 
Entity shall become MCI, LLC. 

Section 1.5 By-Laws. The by-laws (if any) of Merger Sub in effect 
immediately prior to the Effective Time shall be the by-laws of the Surviving Entity (the 
“B y-Laws”) until thereafter amended as provided therein or by applicable Law. 
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Section 1.6 Directors. The directors of Merger Sub immediately prior to the 
Effective Time shall, from and after the Effective Time, be the directors of the Surviving 
Entity until their successors have been duly elected or appointed and qualified or until 
their earlier death, resignation or removal in accordance with the Certificate of 
Incorporation and the By-Laws. 
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Section 1.7 Officers. The officers of the Company immediately prior to the 
Effective Time shall, from and after the Effective Time, be the officers of the Surviving 
Entity until their successors have been duly elected or appointed and qualified or until 
their earlier death, resignation or removal in accordance with the Certificate of 
Incorporation and the By-Laws. 

Section 1.8 Effect on Capital Stock. 

(a) At the Effective Time, by virtue of the Merger and without any 
action on the part of the holder thereof, each share of Company Common Stock issued 
and outstanding immediately prior to the Effective Time (excluding any Company 
Restricted Shares and Excluded Shares) shall be converted into the right to receive (IJ 
0.4062 (the “Exchange Ratio”) validly issued, fully paid and non-assessable shares of 
Parent Common Stock (the “Stock Consideration”) and (11) $1.50 in cash (the “Per Share 
Cash Amount”), without interest, together with any cash in lieu of fractional shares of 
Parent Common Stock to be paid pursuant to Section 2.5 (such shares and cash, the ‘‘Base 
Merger Consideration”). The Exchange Ratio and Base Merger Consideration shall be 
subject to adjustment pursuant to Section 1.10 (as so adjusted, the “Merger 
Consideration”). 

(b) As a result of the Merger and without any action on the part of the 
holders thereof, at the Effective Time, all shares of Company Common Stock (other than 
Company Restricted Shares and Excluded Shares) shall cease to be outstanding and shall 
be canceled and retired, and each certificate that immediately prior to the Effective Time 
represented any such shares of Company Common Stock (the “Certificates”) shall 
thereafter represent only the right to receive the Merger Consideration with respect to the 
shares of Company Common Stock (other than Company Restricted Shares and Excluded 
Shares) formerly represented thereby, and any dividends or other distributions to which 
the holders thereof are entitled pursuant to Section 2.3. 

(c) Each Excluded Share at the Effective Time shall, by virtue of the 
Merger and without any action on the part of the holder thereof, cease to be outstanding 
and shall be canceled and retired and no stock of Parent or other consideration shall be 
delivered in exchange therefor. 

(d) At the Effective Time, each limited liability company interest of 
Merger Sub issued and outstanding immediately prior to the Effective Time shall 
continue to be issued and outstanding and shall constitute the only issued and outstanding 
interests of the Surviving Entity. 

Section 1.9 Alternative Merger Structure. Notwithstanding any other 
provision of this Agreement, if (IJ either of the conditions specified in Section 7.4 fails to 
be duly satisfied or waived or (11) at any time prior to the Effective Time, Parent 

3 



reasonably determines in good faith that effecting the Merger as a merger of the 
Company into Merger Sub with Merger Sub surviving would result in a material risk of 
materially adverse regulatory or other materially adverse consequences, the transactions 
contemplated herein shall be effected (subject to other conditions contained herein) by 
merging the Company with a Delaware corporation wholly owned by Parent, with the 
Company as the surviving corporation (the “Alternative Merger”). In such event, the 
conversion of the outstanding Company securities will occur as provided in this Article, 
and following the Effective Time all outstanding stock of the surviving corporation will 
be owned by Parent. The other provisions of this Agreement will continue to apply in the 
event of the Alternative Merger, mutatis mutandis. 

Section 1.10 Adiustment for Specified Included Liabilities at Closing. 

(a) Determination of Remaining Specified Included Liabilities 
Amount. At such time as either Company or Parent reasonably believes in good faith that 
the Closing Date will occur within 120 days, such party may deliver notice (a “Trigger 
Notice”) to the other party requesting commencement of the procedure set forth in this 
Section 1.10 to determine the best estimate of the amount of cash in U.S. dollars (the 
“Remaining Specified Included Liabilities Amount”) that will actually be required, from 
and after the Closing Date, to satisfy in full all remaining Specified Included Liabilities. 
Promptly after delivery of the Trigger Notice, (1) the Company shall deliver to Parent a 
schedule setting forth all Specified Included Liabilities and the status thereof and (uJ the 
parties will agree on and jointly engage an independent valuation firm reasonably 
satisfactory to Parent and the Company to act as arbitrator with respect to the Bankruptcy 
Claims (other than any claims relating to Taxes) (the “Bankruptcv Claims Valuation m’), and PricewaterhouseCoopers LLP to act as arbitrator with respect to any claims 
related to Taxes (the “Specified Tax Liabilities Valuation Firm” and, together with the 
Bankruptcy Claims Valuation Firm, the “Neutral Valuation Firms”), pursuant to Section 
1. 1O(c) and l.lO(d) in the event the parties are unable to agree on the Remaining 
Specified Included Liabilities Amount; provided that if the parties are unable to agree on 
a Bankruptcy Claims Valuation Firm within 30 days of delivery of the Trigger Notice, 
then either party may request that the American Arbitration Association select an 
independent valuation firm to act as arbitrator and the firm so selected shall be the 
Bankruptcy Claims Valuation Firm. If PricewaterhouseCoopers LLP is unavailable or 
declines to serve as the Specified Tax Liabilities Valuation Firm, then either party may 
request the American Arbitration Association to select an independent accounting firm to 
serve as the Specified Tax Liabilities Valuation Firm, and the firm so selected shall be the 
Specified Tax Liabilities Valuation Firm. 
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(b) Best Efforts. Parent and the Company shall, during the period 
following the delivery of the Trigger Notice until such date as all conditions to Closing 
under Article VI1 (other than Section 7.l(f)) are satisfied or waived, use their best efforts 
to reach agreement on the Remaining Specified Included Liabilities Amount, including 
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giving full access to all relevant information, with due consideration being given to 
privilege issues and techniques for resolving them. If Parent and the Company agree on 
the calculation of the Remaining Specified Included Liabilities Amount, then such 
Remaining Specified Included Liabilities Amount shall become final and binding on the 
parties. 

(c) Submission to Neutral Valuation Firms. If Parent and the 
Company are unable to agree on the calculation of the Remaining Specified Included 
Liabilities Amount within 60 days of the date of the Trigger Notice, the parties will refer 
the matter to the Neutral Valuation Firms and will make submissions to the Neutral 
Valuation Firms so that the Neutral Valuation Firms are in a position to make a final 
determination of the Remaining Specified Included Liabilities Amount within the period 
set forth in Section l.lO(d). Parent and Company shall cooperate and assist the Neutral 
Valuation Firms in their review of the Remaining Specified Included Liabilities and the 
calculation of the Remaining Specified Included Liabilities Amount, including giving full 
access to all relevant information, with due consideration being given to privilege issues 
and techniques for resolving them. 

(d) Determination by Neutral Valuation Firms. If Parent and the 
Company are unable to agree on the calculation of the Remaining Specified Included 
Liabilities Amount by such date as all conditions to Closing under Article VI1 (other than 
Section 7.l(f)) are satisfied or waived, each of Parent and the Company will, at a 
mutually agreed time within three Business Days following such date, simultaneously 
submit to the Neutral Valuation Firms its final proposal (which proposal shall specify the 
items as to which the parties have been able to agree pursuant to Section 1. lO(b) and such 
party’s proposal as to the items in dispute) as to (iJ the Remaining Specified Included 
Liabilities Amount (to the extent relating to non-Tax Bankruptcy Claims) (the 
“Bankruptcy Claims Proposals”) and (11) the Remaining Specified Included Liabilities 
Amount (to the extent relating to Tax claims) (the “Specified Tax Liabilities Proposals”), 
provided, however, that the Specified Tax Liabilities Proposals shall not be translated 
into U.S. dollars. Within 10 Business Days of such final submissions, (xJ the Bankruptcy 
Claims Valuation Firrn will select one of the two Bankruptcy Claims Proposals as being 
most representative of the Remaining Specified Included Liabilities Amount (to the 
extent relating to Bankruptcy Claims) and (a the Specified Tax Liabilities Valuation 
Firm will select one of the two Specified Tax Liabilities Proposals as being most 
representative of the Remaining Specified Included Liabilities Amount (to the extent 
relating to Tax claims), and the amounts so selected shall be final and binding on the 
parties. In making such determination, the Neutral Valuation Firms shall consider only 
those items or amounts as to which the parties have been unable to agree pursuant to 
Section l.lO(b). 

(e) Paid Specified Included Liabilities Amount. Five days prior to the 
anticipated Closing Date, the Company shall provide to Parent a schedule of the Paid 
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Specified Included Liabilities Amount and detailing each item comprising the Paid 
Specified Included Liabilities Amount, together with reasonable supporting 
documentation. 

(f) Postponement of Closing. If applicable, the Closing Date shall be 
postponed to the Business Day following the final determination of the Remaining 
Specified Included Liabilities Amount pursuant to the procedures set forth in Section 
l.lO(d). In addition, if the Closing Date does not occur within a period of 90 days from 
the date on which the Final Remaining Specified Included Liabilities Amount was 
determined, the Specified Included Liabilities Amount shall be redetermined pursuant to 
the procedures set forth in this Section 1.10. 

(g) Adjustments to the Merger Consideration. Upon determination of 
the Specified Included Liabilities Amount, the Base Merger Consideration shall be 
adjusted as follows: If the Specified Included Liabilities Amount is greater than 
$1,725,000,000, then the Per Share Cash Amount shall be reduced by an amount equal to 
the quotient obtained by dividing (xJ the difference between the Specified Included 
Liabilities Amount and $1,725,000,000 by (9 the sum of (A) the number of shares of 
Company Common Stock issued and outstanding immediately prior to the Effective Time 
(excluding any Excluded Shares other than Dissenting Shares) and (B) the number of 
shares reserved for issuance pursuant to the Chapter 11 Plan that are unissued 
immediately prior to the Effective Time (which number shall not exceed 5,375,000 minus 
the number of shares so issued after the date hereoo; provided that if, pursuant to the 
foregoing adjustment, the Per Share Cash Amount would otherwise be less than zero (the 
amount by which the Per Share Cash Amount would otherwise be less than zero, the 
“Incremental Amount”), the Per Share Cash Amount shall be reduced to zero, and there 
shall be a further adjustment made to the Exchange Ratio such that the Exchange Ratio 
shall be equal to the product of (xJ 0.4062 and 0 the quotient obtained by dividing (lJ 
the Aggregate Base Merger Consideration minus the Aggregate Incremental Amount by 
(2) the Aggregate Base Merger Consideration. For the avoidance of doubt, if the 
Specified Included Liabilities Amount is $1,725,000,000 or less, there shall be no 
adjustment made to the Base Merger Consideration. 

For the purposes hereof, the “AgaePate Base Merger Consideration” shall equal 
$14.75 multiplied by the sum of (xJ the number of shares of Company Common Stock 
issued and outstanding immediately prior to the Effective Time (excluding any Excluded 
Shares other than Dissenting Shares) and (yJ the number of shares reserved for issuance 
pursuant to the Chapter 11 Plan that are unissued immediately prior to the Effective Time 
(which number shall not exceed 5,375,000 minus the number of shares so issued after the 
date hereof). 
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Section 1.1 1 Treatment of Company Restricted Shares and Other Equity-Based 
Awards. 

(a) Restricted Shares. At the Effective Time, by virtue of the Merger 
and without any action on the part of the holder thereof, each then outstanding Company 
Restricted Share shall be converted into (i) that number of restricted shares of Parent 
Common Stock (“Parent Restricted Shares”) equal to the Exchange Ratio, as adjusted 
pursuant to Section l.lO(g), plus (n) a cash payment to the holder of any Company 
Restricted Share of an amount equal to the Per Share Cash Amount. Notwithstanding the 
fact that part of each holder’s Company Restricted Shares will be settled in cash as 
provided in the immediately preceding sentence, each Parent Restricted Share issued 
pursuant to this Section 1.1 l(a) will have, and be subject to, the same terms and 
conditions as in effect immediately prior to the Effective Time with respect to the 
corresponding Company Restricted Shares (and shall bear a legend containing the same 
restrictions on transferability). 

(b) Other Equity-Based Awards. As of the Effective Time, by virtue 
of the Merger and without any action on the part of the holder thereof, each then 
outstanding equity-based award (other than Company Restricted Shares or rights under 
the ESPP) providing for a cash or stock payment measured by the value of Company 
Common Stock (an “Other Company Equity-Based Award’,) shall be deemed to refer to 
(or be measured by) (1) the number of shares of Parent Common Stock equal to the result 
determined by multiplying such number of shares of Company Common Stock covered 
by the Other Company Equity-Based Award by the Exchange Ratio as adjusted pursuant 
to Section l.lO(g), plus (n) a cash payment to the holder of any Other Company Equity- 
Based Award in an amount equal to the product of the Per Share Cash Amount and the 
number of shares of Company Common Stock covered by such Other Company Equity- 
Based Award. Notwithstanding the fact that part of each holder’s Other Company 
Equity-Based Award will be settled in cash as provided in the immediately preceding 
sentence, the rights of any person with respect to Parent Common Stock under each Other 
Company Equity-Based Award shall be on the same terms, conditions and restrictions, if 
any, as were applicable to such Other Company Equity-Based Award immediately prior 
to the Effective Time. 

(c) ESPP. The Company shall establish a date on or before December 
31,2005 as the final purchase date under the terms of the Company’s Employee Stock 
Purchase Plan (the “ESPP), and shall cause all accumulated cash balances standing to 
the credit of each participant under the ESPP on such final purchase date to be applied to 
purchase the number of shares of Company Common Stock that could be purchased with 
such amounts on such date pursuant to the ESPP. The Company shall take any and all 
actions necessary or appropriate to cause the ESPP to terminate on such final purchase 
date, after giving effect to the purchases of Company Common Stock contemplated by 
this Section 1.1 l(c), and shall not thereafter offer any plan, program or arrangement for 
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the purchase of shares of Company Common Stock. Each participant who would 
otherwise have been entitled to receive a fractional share of Company Common Stock, 
after giving effect to the purchase of Company Common Stock contemplated by this 
Section 1.1 l(c), shall receive, in lieu thereof, a cash disbursement (without interest) of 
such participant’s contributions credited to his or her account and not applied to such 
purchase. 

Section 1.12 Certain Adiustments. If, between the date of this Agreement and 
the Effective Time, the outstanding Parent Common Stock or Company Common Stock 
shall have been changed into a different number of shares or different class by reason of 
any reclassification, recapitalization, stock split, split-up, combination or exchange of 
shares, or a stock dividend or dividend payable in any other securities shall be declared 
with a record date within such period, or any similar event shall have occurred, the 
Exchange Ratio and the Per Share Cash Amount shall be appropriately adjusted to 
provide to the holders of Company Common Stock the same economic effect as 
contemplated by this Agreement prior to such event. 

Section 1.13 Appraisal Rights. No holder of Dissenting Shares (a “Dissenting 
Stockholder”) shall be entitled to any Merger Consideration or dividends or other 
distributions pursuant to Section 2.3 in respect of such Dissenting Shares unless and until 
such holder shall have failed to perfect or shall have effectively withdrawn or lost such 
holder’s right to seek appraisal of its Dissenting Shares under the DGCL, and any 
Dissenting Stockholder shall be entitled to receive only the payment provided by 
Section 262 of the DGCL with respect to the Dissenting Shares owned by such 
Dissenting Stockholder. If any Person who otherwise would be deemed a Dissenting 
Stockholder shall have failed properly to perfect or shall have effectively withdrawn or 
lost the right to seek appraisal with respect to any Dissenting Shares, such Dissenting 
Shares shall thereupon be treated as though such Dissenting Shares had been converted 
into the Merger Consideration pursuant to Section 1.8. The Company shall give Parent 
(1) prompt notice of any written demands for appraisal, attempted withdrawals of such 
demands, and any other instruments served pursuant to applicable Law received by the 
Company relating to stockholders’ rights of appraisal and (11) the opportunity to direct all 
negotiations and proceedings with respect to demand for appraisal under the DGCL. The 
Company shall not, except with the prior written consent of Parent, voluntarily make any 
payment with respect to any demands for appraisals of Dissenting Shares, offer to settle 
or settle any such demands or approve any withdrawal of any such demands. 

Section 1.14 Associated Rights. References in Article I and Article II of this 
Agreement to Company Common Stock shall include, unless the context requires 
otherwise, the associated Company Rights. 
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ARTICLE I1 

EXCHANGE OF CERTIFICATES 

Section 2.1 ExchanPe Fund. Prior to the Effective Time, Parent shall appoint a 
commercial bank or trust company reasonably acceptable to the Company to act as 
exchange agent hereunder for the purpose of exchanging Certificates for the Merger 
Consideration (the “Exchange Agent”). At or prior to the Effective Time, Parent shall 
deposit with the Exchange Agent, in trust for the benefit of holders of shares of Company 
Common Stock, certificates representing the Parent Common Stock issuable pursuant to 
Section 1.8 in exchange for outstanding shares of Company Common Stock and an 
amount of cash representing the aggregate cash consideration payable pursuant to Section 
1.8. Parent agrees to make available, or to cause the Surviving Entity to make available, 
to the Exchange Agent from time to time as needed, cash sufficient to make cash 
payments for the cash consideration pursuant to Section 1.8, in lieu of fractional shares 
pursuant to Section 2.5 and any dividends and other distributions pursuant to Section 2.3. 
Any cash and certificates of Parent Common Stock deposited with the Exchange Agent 
shall hereinafter be referred to as the “Exchange Fund.” 

Section 2.2 Exchange Procedures. Promptly after the Effective Time, the 
Surviving Entity shall cause the Exchange Agent to mail to each holder of record of one 
or more Certificates (aJ a letter of transmittal that shall specify that delivery shall be 
effected, and risk of loss and title to the Certificates shall pass, only upon proper delivery 
of the Certificates to the Exchange Agent, which letter shall be in customary form and 
have such other provisions as Parent may reasonably specify and which letter shall be 
reasonably acceptable to the Company prior to the Effective Time and (bJ instructions for 
effecting the surrender of such Certificates in exchange for the Merger Consideration. 
Upon surrender of a Certificate to the Exchange Agent together with such letter of 
transmittal, duly executed and completed in accordance with the instructions thereto, and 
such other documents as may reasonably be required by the Exchange Agent, the holder 
of such Certificate shall be entitled to receive in exchange therefor (IJ one or more shares 
of Parent Common Stock which shall be in uncertificated book-entry form unless a 
physical certificate is requested and which shall represent, in the aggregate, the whole 
number of shares that such holder has the right to receive pursuant to Section 1.8 (after 
taking into account all shares of Company Common Stock then held by such holder) and 
(n) a check in the amount equal to any cash that such holder has the right to receive 
pursuant to the provisions of Section 1.8 and this Article 11, consisting of the cash 
consideration pursuant to Section 1.8, cash in lieu of any fractional shares of Parent 
Common Stock, as the case may be, pursuant to Section 2.5 and dividends and other 
distributions pursuant to Section 2.3. No interest will be paid or will accrue on any cash 
payable pursuant to Section 1.8, Section 2.3 or Section 2.5. In the event of a transfer of 
ownership of Company Common Stock that is not registered in the transfer records of the 
Company, one or more shares of Parent Common Stock evidencing, in the aggregate, the 
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proper number of shares of Parent Common Stock and a check in the proper amount of 
any cash consideration pursuant to Section 1.8, cash in lieu of any fractional shares of 
Parent Common Stock pursuant to Section 2.5 and any dividends or other distributions to 
which such holder is entitled pursuant to Section 2.3, may be issued with respect to such 
Company Common Stock, as the case may be, to such a transferee if the Certificate 
representing such shares of Company Common Stock is presented to the Exchange 
Agent, accompanied by all documents required to evidence and effect such transfer and 
to evidence that any applicable stock transfer taxes have been paid. 

Section 2.3 Distributions with Respect to Unexchanged Shares. All shares of 
Parent Common Stock to be issued pursuant to the Merger (which shall exclude shares 
issued pursuant to the Bankruptcy Court Order) shall be deemed issued and outstanding 
as of the Effective Time. No dividends or other distributions declared or made in respect 
of the Parent Common Stock shall be paid to the holder of any Certificate until the holder 
of such Certificate shall surrender such Certificate in accordance with this Article LI. 
Subject to applicable Law, following surrender of any such Certificate, there shall be paid 
to such holder of shares of Parent Common Stock issuable in exchange therefor, without 
interest, (aJ promptly after the time of surrender the number of whole shares of Parent 
Common Stock issuable in exchange therefor pursuant to this Article 11, together with the 
cash consideration payable pursuant to Section 1.8, cash in lieu of a fractional share of 
Parent Common Stock to which such holder is entitled pursuant to Section 2.5 and the 
amount of dividends or other distributions with a record date after the Effective Time 
theretofore paid with respect to such whole shares of Parent Common Stock and (bJ at the 
appropriate payment date the amount of dividends or other distributions with a record 
date after the Effective Time but prior to such surrender and a payment date subsequent 
to such surrender payable with respect to such shares of Parent Common Stock. 

Section 2.4 No Further Ownership Rights in Company Common Stock. All 
shares of Parent Common Stock issued and cash paid upon conversion of shares of 
Company Common Stock in accordance with the terms of this Article II (including any 
cash paid pursuant to Section 2.3 or Section 2.5) shall be deemed to have been issued or 
paid in full satisfaction of all rights pertaining to the shares of Company Common Stock 
previously represented by such Certificates. 

Section 2.5 No Fractional Shares of Parent Common Stock. 

(a) No certificates or scrip or shares of Parent Common Stock 
representing fractional shares of Parent Common Stock or book-entry credit of the same 
shall be issued upon the surrender for exchange of Certificates and such fractional share 
interests will not entitle the owner thereof to vote or to have any rights of a stockholder of 
Parent. 
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(b) Notwithstanding any other provision of this Agreement, each 
holder of shares of Company Common Stock exchanged pursuant to the Merger who 
would otherwise have been entitled to receive a fractional share of Parent Common Stock 
(after taking into account all Certificates delivered by such holder) shall receive, in lieu 
thereof, cash (without interest) in an amount equal to the product of (1> such fractional 
part of a share of Parent Common Stock multiplied by (n) the closing price for a share of 
Parent Common Stock on the New York Stock Exchange, Inc. (“NYSE’) Composite 
Transactions Tape on the Closing Date. 

(c) As promptly as practicable after the determination of the amount of 
cash, if any, to be paid to holders of fractional interests, the Exchange Agent shall so 
notify Parent, and Parent shall deposit or cause the Surviving Entity to deposit such 
amount with the Exchange Agent and shall cause the Exchange Agent to forward 
payments to such holders of fractional interests subject to and in accordance with the 
terms hereof. 

Section 2.6 Termination of Exchange Fund. Any portion of the Exchange 
Fund that remains undistributed to the holders of Certificates for six months after the 
Effective Time shall be delivered to Parent or otherwise on the instruction of Parent, and 
any holders of the Certificates who have not theretofore complied with this Article I1 
shall thereafter look only to Parent for the Merger Consideration with respect to the 
shares of Company Common Stock formerly represented thereby to which such holders 
are entitled pursuant to Section 1.8 and Section 2.3, cash in lieu of fractional shares of 
Parent Common Stock to which such holders are entitled pursuant to Section 2.5 and any 
dividends or distributions with respect to shares of Parent Common Stock to which such 
holders are entitled pursuant to Section 2.3, the cash consideration to which such holders 
are entitled pursuant to Section 1.8. Any such portion of the Exchange Fund remaining 
unclaimed by holders of shares of Company Common Stock five years after the Effective 
Time (or such earlier date immediately prior to such time as such amounts would 
otherwise escheat to or become property of any Governmental Entity) shall, to the extent 
permitted by applicable Law, become the property of the Surviving Entity free and clear 
of any claims or interest of any Person previously entitled thereto. 

Section 2.7 No Liability. None of Parent, Merger Sub, the Company, the 
Surviving Entity or the Exchange Agent shall be liable to any Person in respect of any 
Merger Consideration from the Exchange Fund delivered to a public official or 
Governmental Entity pursuant to any applicable abandoned property, escheat or similar 
Law. 

Section 2.8 Investment of the Exchange Fund. The Exchange Agent shall 
invest any cash included in the Exchange Fund as directed by Parent on a daily basis; 
provided that no such gain or loss thereon shall affect the amounts payable to the 
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stockholders of the Company pursuant to Article I or this Article 11. Any interest and 
other income resulting from such investments shall promptly be paid to Parent. 

Section 2.9 Lost Certificates. If any Certificate shall have been lost, stolen or 
destroyed, upon the making of an affidavit of that fact by the Person claiming such 
Certificate to be lost, stolen or destroyed and, if required by the Surviving Entity, the 
posting by such Person of a bond in such reasonable amount as the Surviving Entity may 
direct as indemnity against any claim that may be made against it with respect to such 
Certificate, the Exchange Agent shall deliver in exchange for such lost, stolen or 
destroyed Certificate the applicable Merger Consideration with respect to the shares of 
Company Common Stock formerly represented thereby, any cash in lieu of fractional 
shares of Parent Common Stock to which such holders are entitled pursuant to 
Section 2.5 and any dividends and distributions with respect to shares of Parent Common 
Stock to which such holders are entitled pursuant to Section 2.3. 

Section 2.10 Withholding Rights. Each of the Surviving Entity and Parent shall 
be entitled to deduct and withhold from the consideration otherwise payable pursuant to 
this Agreement to any holder of shares of Company Common Stock, Company Restricted 
Shares or any other equity rights in the Company such amounts as it is required to deduct 
and withhold with respect to the making of such payment under the Code and the rules 
and regulations promulgated thereunder, or any provision of state, local or non-U.S. Law 
and shall further be entitled to sell Parent Common Stock otherwise payable pursuant to 
this Agreement to satisfy any such withholding requirement. To the extent that amounts 
are so withheld by the Surviving Entity or Parent, as the case may be, such withheld 
amounts shall be treated for all purposes of this Agreement as having been paid to the 
holder of the shares of Company Common Stock in respect of which such deduction and 
withholding was made by the Surviving Entity or Parent, as the case may be. 

Section 2.11 Further Assurances. After the Effective Time, the officers and 
directors of the Surviving Entity will be authorized to execute and deliver, in the name 
and on behalf of the Company or Merger Sub, any deeds, bills of sale, assignments or 
assurances and to take and do, in the name and on behalf of the Company or Merger Sub, 
any other actions and things to vest, perfect or confirm of record or otherwise in the 
Surviving Entity any and all right, title and interest in, to and under any of the rights, 
properties or assets acquired or to be acquired by the Surviving Entity as a result of, or in 
connection with, the Merger, 

Section 2.12 Stock Transfer Books. The stock transfer books of the Company 
shall be closed immediately upon the Effective Time and there shall be no further 
registration of transfers of shares of Company Common Stock thereafter on the records of 
the Company. At or after the Effective Time, any Certificates presented to the Exchange 
Agent or Parent for any reason shall be converted into the right to receive the Merger 
Consideration with respect to the shares of Company Common Stock formerly 
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represented thereby (including any cash in lieu of fractional shares of Parent Common 
Stock to which the holders thereof are entitled to pursuant to Section 2.5 and any 
dividends or other distributions to which the holders thereof are entitled pursuant to 
Section 2.3). 

Section 2.13 Affiliates. Notwithstanding anything to the contrary herein, to the 
fullest extent permitted by Law, no certificates representing shares of Parent Common 
Stock or cash shall be delivered to a Person who may be deemed an “affiliate” of the 
Company in accordance with Section 6.13 hereof for purposes of Rule 145 under the 
Securities Act, until such Person has executed and delivered an Affiliate Agreement to 
Parent. 

ARTICLE 111 

REPRESENTATIONS AND WARRANTIES OF THE COMPANY 

Except as otherwise disclosed to Parent in a letter (the “Company Disclosure 
Letter”) delivered to it by the Company prior to the execution of this Agreement (with 
specific reference to the representations and warranties in this Article III to which the 
information in such letter relates, subject to Section 9.3(b)) or as set forth in the Company 
SEC Documents filed prior to the date hereof (excluding any disclosures included in any 
such Company SEC Document that are predictive or forward-looking in nature), the 
Company represents and warrants to Parent and Merger Sub as follows: 

Section 3.1 Organization. The Company is a corporation duly incorporated, 
validly existing and in good standing under the laws of the State of Delaware and has all 
requisite corporate power and authority to own, lease and operate its properties and assets 
and to carry on its business as now being conducted. The Company delivered or has 
made available to Parent and Merger Sub true, correct and complete copies of its 
certificate of incorporation and by-laws, as amended and in effect on the date of this 
Agreement. 

Section 3.2 Subsidiaries. 

(a) Exhibit 21.1 to the Company’s Annual Report on Form 10-K for 
the year ended December 3 1 , 2003 includes all the Subsidiaries of the Company 
(individually, a “Companv Subsidiary” and collectively, the “Company Subsidiaries”), 
which as of the date thereof were “Significant Subsidiaries” (as defined in Rule 1-02 of 
Regulation S-X of the SEC). Each Company Subsidiary is a corporation, limited liability 
company or partnership, as the case may be, duly organized, validly existing and in good 
standing under the laws of the jurisdiction of its incorporation or organization, as the case 
may be, and has all requisite corporate, limited liability company or partnership power 
and authority, as the case may be, to own, lease and operate its properties and assets and 
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to carry on its business as now being conducted, except where the failure to be so 
organized, validly existing, qualified or in good standing, or to have such power or 
authority, would not, individually or in the aggregate, reasonably be expected to have a 
Company Material Adverse Effect. The Company has made available to Parent true, 
correct and complete copies of the certificate of incorporation, the by-laws, and all other 
organizational documents of each Company Subsidiary, as amended and in effect on the 
date of this Agreement. 

(b) Except as set forth in Section 3.2(b) of the Company Disclosure 
Letter or in Exhibit 21.1 to the Company’s Annual Report on Form 10-K for the year 
ended December 31,2003, the Company is, directly or indirectly, the record and 
beneficial owner of all of the outstanding shares of capital stock or other equity interests 
of each of the Significant Subsidiaries, free and clear of any Liens. All of such shares 
and other equity interests so owned by the Company are validly issued, fully paid and 
nonassessable (and no such shares have been issued in violation of any preemptive or 
similar rights). 

Section 3.3 Capitalization. 

(a) As of the date of this Agreement, the authorized capital stock of 
the Company consists of 3,000,000,000 shares of Company Common Stock. 

(b) At the close of business on February 11,2005, (IJ 321,422,248 
shares of Company Common Stock were issued and outstanding and (11) no shares of 
Company Common Stock were held in treasury by the Company. 

(c) The Company has delivered or made available to Parent a 
complete and correct copy of the Rights Agreement as in effect on the date hereof. 

(d) Section 3.3(d) of the Company Disclosure Letter contains a 
schedule as of February 9,2005 setting forth the aggregate number of shares of Company 
Common Stock relating to outstanding awards of Company Restricted Shares and Other 
Company Equity-Based Awards. As soon as practicable (but not later than 20 Business 
Days) after the date hereof, the Company shall provide Parent with a copy of the form of 
agreement related to each such award. Each of the Company’s equity compensation 
plans (the “Company Stock Plans”), are set forth in Section 3.3(d) of the Company 
Disclosure Letter. As of February 11,2005,5,005,144 shares of Company Common 
Stock were reserved for issuance pursuant to the Chapter 11 Plan. Except as set forth 
above, at the close of business on February 11,2005 no shares of capital stock of the 
Company were issued, reserved for issuance or outstanding. All issued and outstanding 
shares of Company Common Stock are duly authorized, validly issued, fully paid and 
nonassessable. 
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(e) There are no preemptive or similar rights on the part of any holder 
of any class of securities of the Company or any Company Subsidiary. Neither the 
Company nor any Company Subsidiary has outstanding any bonds, debentures, notes or 
other obligations the holders of which have the right to vote (or which are convertible 
into or exercisable for securities having the right to vote) with the stockholders of the 
Company or any such Company Subsidiary on any matter submitted to shareholders or a 
separate class of holders of capital stock. Except as set forth in Sections 3.3(d) or 3.3(e) 
of the Company Disclosure Letter and other than the rights to purchase Company 
Common Stock outstanding under the terms of the ESPP, as of the date of this 
Agreement, there are no options, warrants, calls, rights, convertible or exchangeable 
securities, “phantom” stock rights, stock appreciation rights, stock-based performance 
units, commitments, contracts, arrangements or undertakings of any kind to which the 
Company or any of the Company Subsidiaries is a party or by which any of them is 
bound (IJ obligating the Company or any of the Company Subsidiaries to issue, deliver, 
sell or transfer or repurchase, redeem or otherwise acquire, or cause to be issued, 
delivered, sold or transferred or repurchased, redeemed or otherwise acquired, any shares 
of capital stock of the Company or any Company Subsidiary, any additional shares of 
capital stock of, or other equity interests in, or any security convertible or exercisable for 
or exchangeable into any capital stock of, or other equity interest in, the Company or any 
Company Subsidiary, (u) obligating the Company or any Company Subsidiary to issue, 
grant, extend or enter into any such option, warrant, call, right, security, commitment, 
contract, arrangement or undertaking or (nl) that give any Person the right to receive any 
economic benefit or right similar to or derived from the economic benefits and rights 
accruing to holders of capital stock of, or other equity interests in, the Company or any 
Company Subsidiary. As of the date of this Agreement, there are no outstanding 
contractual obligations of the Company or any of the Company Subsidiaries to 
repurchase, redeem or otherwise acquire any shares of capital stock of, or other equity 
interests in, the Company or any of the Company Subsidiaries. There are no proxies, 
voting trusts or other agreements or understandings to which the Company is a party or is 
bound with respect to the voting of the capital stock of, or other equity interests in, the 
Company. 

Section 3.4 Authorization. 

(a) The Company has all requisite corporate power and authority to 
execute and deliver this Agreement, to perform its obligations hereunder and, subject to 
receipt of approval by the holders of a majority of the outstanding shares of Common 
Stock entitled to vote in accordance with the DGCL and the Company’s Constituent 
Documents (the “Company Stockholder Approval”), to consummate the transactions 
contemplated hereby. The execution, delivery and performance of this Agreement and 
the consummation of the Merger and the other transactions contemplated hereby have 
been duly and validly authorized by all necessary corporate action, and no other corporate 
proceedings on the part of the Company are necessary for it to authorize this Agreement 
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or to consummate the transactions contemplated hereby, except for the adoption of this 
Agreement and the transactions contemplated hereby by Company Stockholder Approval. 
This Agreement has been duly and validly executed and delivered by the Company and, 
assuming due authorization, execution and delivery by Parent and Merger Sub, is a legal, 
valid and binding obligation of the Company, enforceable against the Company in 
accordance with its terms, subject to bankruptcy, insolvency, fraudulent transfer, 
reorganization, moratorium and similar laws of general applicability relating to or 
affecting creditors’ rights and to general equity principles. 

(b) The Board of Directors of the Company, at a meeting duly called 
and held, duly and unanimously adopted resolutions (IJ approving this Agreement, the 
Merger and the other transactions contemplated by this Agreement, (11) determining that 
the terms of the Merger and the other transactions contemplated by this Agreement are 
fair to and in the best interests of the Company and its stockholders, (111) recommending 
that the Company’s stockholders adopt this Agreement and (1v) declaring that this 
Agreement is advisable. 

Section 3.5 Takeover Statute, No Restrictions on the Merger. 

(a) Except as set forth in Section 3 3 a )  of the Company Disclosure 
Letter, no state “fair price,” “moratorium,” “control share acquisition” or similar anti- 
takeover statute is applicable to the Merger or the other transactions contemplated by this 
Agreement. 

(b) The Board of Directors has taken all necessary action to render the 
restrictions on business combinations contained in Section 203 of the DGCL hereby 
inapplicable to this Agreement and the transactions contemplated by this Agreement. 

Section 3.6 Rights Agreement. The Board of Directors of the Company has 
taken all necessary action to render the Rights Agreement inapplicable to the Merger and 
the transactions contemplated hereby, and neither the execution and delivery of this 
Agreement nor the consummation of any of the transactions contemplated hereby will 
result in the occurrence of a Distribution Date, as defined in the Rights Agreement, or 
otherwise cause the Company Rights to become exercisable by the holders thereof. 

Section 3.7 Consents and Approvals; No Violations. 

(a) The execution and delivery of this Agreement by the Company 
does not and the consummation by the Company of the transactions contemplated hereby 
will not (1) conflict with any provisions of the Company’s Constituent Documents or, 
except as, individually or in the aggregate, would not reasonably be expected to have a 
Company Material Adverse Effect, the certificate of incorporation or by-laws or any 
other organizational documents of any Company Subsidiary; 0 violate any Law or 
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Order (assuming compliance with the matters set forth in Section 3.7(b)); (ln) result in 
any violation or default or loss of a benefit under, or permit the acceleration or 
termination of any obligation under, any mortgage, indenture, lease, agreement or other 
instrument, permit, concession, grant, franchise or license; (1v) result in the creation or 
imposition of any Lien upon any properties or assets of the Company or any Company 
Subsidiary; or (vJ cause the suspension or revocation of any permit, license, 
governmental authorization, consent or approval necessary for the Company or any 
Company Subsidiary to conduct its business as currently conducted, except, in the case of 
clauses (ii), (iii) (iv) and (v), as, individually or in the aggregate, has not had and would 
not reasonably be expected to result in a Company Material Adverse Effect and as would 
not reasonably be expected to materially delay or impair the consummation of the 
Merger. 

(b) No consent, approval, order or authorization of, or declaration, 
registration or filing with, or notice to any Governmental Entity is required to be made or 
obtained by the Company or any Company Subsidiary in connection with the execution 
or delivery of this Agreement by the Company or the consummation by the Company of 
the transactions contemplated hereby, except for (IJ compliance by the Company with the 
Hart-Scott-Rodino Antitrust Improvements Act of 1976, as amended (“HSR Act”), and 
such foreign antitrust and competition law requirements described in Section 3.7(b)(i) of 
the Company Disclosure Letter; (11) the filing of the Certificate of Merger with the 
Secretary of State of the State of Delaware in accordance with the DGCL, (ni) the filings 
with the Securities and Exchange Commission (“E’) of (A) the Proxy Statement and 
Prospectus in accordance with Regulation 14A promulgated under the Exchange Act, 
(B) the registration statement on Form S-4 promulgated under the Securities Act and 
(c) such reports under and such other compliance with the Exchange Act and the 
Securities Act and the rules and regulations thereunder as may be required in connection 
with this Agreement and the transactions contemplated hereby, (iv) with or to the Federal 
Communications Commission (the “s’), (vJ with or to those State public service or 
public utility commissions or similar State regulatory bodies set forth in Section 3.7(b)(v) 
of the Company Disclosure Letter (“State Commissions”); (v1) with or to those foreign 
Governmental Entities regulating competition and telecommunications businesses or the 
use of radio spectrum or regulating or limiting investment set forth in Section 3.7(b)(vi) 
of the Company Disclosure Letter; (vil) with or to those State agencies or departments or 
local governments that have issued competitive access provider or other 
telecommunications franchises or any other similar authorizations; and (v111) any consent, 
approval, order or authorization of, or declaration, registration or filing with, or notice to 
any Governmental Entity (other than any of the foregoing addressed in clauses (i) 
through (vii) above), the failure to make or obtain would not, individually or in the 
aggregate, reasonably be expected to have a Company Material Adverse Effect. 
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(c) The representations contained in Section 3.7(a) and 3.7(b) are true 
without taking into account the possibility of effecting the transactions under this 
Agreement in the form of the Alternative Merger. 

(d) Effecting the transactions contemplated hereby in the form of the 
Merger will not be materially more burdensome to Parent and its Subsidiaries taken as a 
whole, or the Company and its Subsidiaries taken as a whole as compared to effecting 
such transactions in the form of the Alternative Merger. 

Section 3.8 SEC Reports; Company Financial Statements. 

(a) The Company and each Company Subsidiary has filed or furnished 
all reports, schedules, forms, statements and other documents required to be filed or 
furnished by it with or to the SEC since April 20,2004 (the “Company SEC 
Documents”). As of its respective date, each of the Company SEC Documents, including 
any financial statements or schedules included or incorporated by reference therein, 
complied when filed or furnished and as amended in all material respects with the 
requirements of the Exchange Act or the Securities Act and the rules and regulations of 
the SEC promulgated thereunder applicable to such Company SEC Documents, and did 
not, and any Company SEC Documents filed with the SEC subsequent to the date hereof 
will not, contain any untrue statement of a material fact or omit to state a material fact 
required to be stated therein or incorporated by reference therein or necessary in order to 
make the statements therein, in light of the circumstances under which they were made, 
not misleading. 

(b) The Company Financial Statements have been derived from the 
accounting books and records of the Company and the Company Subsidiaries and have 
been prepared in accordance with United States generally accepted accounting principles 
(“GAAP’) applied on a consistent basis throughout the periods presented, except as 
otherwise noted therein and subject, in the case of the unaudited interim financial 
statements, to the absence of notes. The consolidated balance sheets (including the 
related notes) included in the Company Financial Statements present fairly in all material 
respects the financial position of the Company and the Company Subsidiaries as at the 
respective dates thereof, and the consolidated statements of income, consolidated 
statements of shareholders’ equity and consolidated statements of cash flows (in each 
case including the related notes) included in such Company Financial Statements present 
fairly in all material respects the results of operations, shareholders’ equity and cash 
flows of the Company and the Company Subsidiaries for the respective periods indicated, 
in each case subject to normal year-end adjustments that have not been and are not 
expected to be material in amount. 

Section 3.9 Absence of Undisclosed Liabilities. The Company and the 
Company Subsidiaries do not have any liabilities or obligations, known or unknown, 
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contingent or otherwise, except (aJ Specified Included Liabilities, (bJ liabilities and 
obligations in the respective amounts reflected on or reserved against in the consolidated 
balance sheet of the Company and the Company Subsidiaries included in the Company 
Financial Statements (or readily apparent in the notes thereto), (cJ liabilities and 
obligations incurred in a commercially reasonable manner consistent with industry 
practice since the date of such balance sheet, and (dJ liabilities and obligations that would 
not, individually or in the aggregate, reasonably be expected to have a Company Material 
Adverse Effect. 

Section 3.10 Form S-4; Proxy StatementRrospectus. None of the information 
supplied or to be supplied by the Company for inclusion or incorporation by reference in 
(1) the registration statement on Form S-4 to be filed with the SEC by Parent in 
connection with the issuance of shares of Parent Common Stock in the Merger (the 
“Form S-4”) will, at the time the Form S-4 is filed with the SEC or at any time it is 
supplemented or amended or at the time it becomes effective under the Securities Act, 
contain any untrue statement of a material fact or omit to state any material fact required 
to be stated therein or necessary to make the statements therein, in light of the 
circumstances under which they are made, not misleading, or (IIJ the Proxy 
StatementRrospectus will, at the date mailed to stockholders of the Company and at the 
time of the Company Stockholder Meeting to be held in connection with the Merger, 
contain any untrue statement of a fact or omit to state any fact required to be stated 
therein or necessary in order to make the statements therein, in light of the circumstances 
under which they are made, not misleading. 

Section 3.1 1 Absence of Certain Changes. Except for liabilities incurred in 
connection with this Agreement or the transactions contemplated hereby, for the period 
beginning September 30,2004 until the date hereof, (1) the Company and the Company 
Subsidiaries have conducted their respective businesses only in a commercially 
reasonable manner consistent with industry practice; (IIJ there has not been any 
declaration, setting aside or payment of any dividend or other distribution in cash, stock 
or property in respect of the Company’s capital stock, other than regular quarterly 
dividends and the $0.40 per share dividend declared on February 11,2005; (nl) there has 
not been any action taken by the Company or any of the Company Subsidiaries that, if 
taken during the period from the date of this Agreement through the Effective Time, 
would constitute a material breach of Section 5.1; and (1v) except as required by GAAP, 
there has not been any change by the Company in its accounting principles, practices or 
methods. Since September 30,2004 until the date hereof, there have not been any 
changes, circumstances or events that, individually and in the aggregate, have had or 
would reasonably be expected to result in a Company Material Adverse Effect. 
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Section 3.12 Litigation. Except as set forth in Section 3.12 of the Company 
Disclosure Letter, there is no suit, action, proceeding, claim, review or investigation 
(whether at law or in equity, before or by any Governmental Entity or before any 
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arbitrator) pending, affecting or, to the knowledge of the Company, threatened in writing 
against the Company or any of the Company Subsidiaries, or their respective properties 
or rights that, individually and in the aggregate for any such matters premised on 
common legal theories and similar facts, would reasonably be expected to result in a 
Company Material Adverse Effect. Except as set forth in Section 3.12 of the Company 
Disclosure Letter, there is no Order of any Governmental Entity or arbitrator outstanding 
against the Company or any of the Company Subsidiaries which would, individually or in 
the aggregate, reasonably be expected to result in a Company Material Adverse Effect. 

Section 3.13 Compliance with Laws. 

(a) Each of the Company and the Company Subsidiaries is, and since 
April 20,2004, has been in compliance in all material respects with applicable Laws and, 
to the knowledge of the Company, is not under investigation with respect to, and has not 
been threatened to be charged with or given notice of, any material violation of any Law, 
in each case except for such failures to be in compliance, such investigations or such 
violations as would not, individually or in the aggregate, reasonably be expected to result 
in a Company Material Adverse Effect. 

(b) Since December 3 1,2003 (or such later date, if the Company only 
became subject to the applicable provisions, rules and regulations subsequent to 
December 3 1,2003), the principal executive officer and the principal financial officer of 
the Company have complied in all material respects with (1) the applicable provisions of 
the Sarbanes-Oxley Act of 2002 and the related rules and regulations promulgated under 
such Act (the “Sarbanes-Oxlev Act”) and under the Exchange Act and 0 the applicable 
listing and corporate governance rules and regulations of Nasdaq. The principal 
executive officer and the principal financial officer of the Company have made all 
certifications required by Sections 302 and 906 of the Sarbanes-Oxley Act with respect to 
each Company SEC Document filed by the Company. For purposes of the preceding 
sentence, “principal executive officer” and “principal financial officer” shall have the 
meanings given to such terms in the Sarbanes-Oxley Act. Except as permitted by the 
Exchange Act, including Sections 13(k)(2) and (3), since the enactment of the Sarbanes- 
Oxley Act, neither the Company nor any of its Affiliates has directly or indirectly 
extended or maintained credit, arranged for the extension of credit, renewed an extension 
of credit or materially modified an extension of credit in the form of personal loans to any 
executive officer or director (or equivalent thereof) of the Company or any Company 
Subsidiaries. 
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(c) The Company has (i) implemented disclosure controls and 
procedures (as defined in Rule 13a-l5(e) of the Exchange Act) to ensure that material 
information relating to the Company is made known to the management of the Company 
by others within those entities, and (ii) has disclosed, based on its most recent evaluation, 
to the Company’s outside auditors and the audit committee of the Board of Directors of 
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the Company (A) all significant deficiencies and material weaknesses in the design or 
operation of internal control over financial reporting (as defined in Rule 13a-l5(f‘) of the 
Exchange Act) that are reasonably likely to adversely affect the Company’s ability to 
record, process, summarize and report financial data and (a any fraud, whether or not 
material, that involves management or other employees who have a significant role in the 
Company’s internal control over financial reporting. 

(d) The Company has prepared a plan to comply with the requirements 
of Section 404 of the Sarbanes-Oxley Act on the date by which they must comply with 
such requirements. The Company is not aware of any reason it will not comply with the 
requirements of Section 404 of the Sarbanes-Oxley Act on the applicable compliance 
date. 

(e) The Company has delivered to Parent copies of any written 
notifications it has received to date since December 3 1,2003 of a (IJ “significant 
deficiency” or (11) “material weakness” in the Company’s internal controls. For purposes 
of this Agreement, the terms “simificant deficiencv” and “material weakness” shall have 
the meanings assigned to them in the Statements of Auditing Standards No. 60, as in 
effect on the date hereof. 

Section 3.14 Taxes. 

(a) The Company and each Company Subsidiary have (IJ duly and 
timely filed with the appropriate Governmental Entities all Tax Returns required to be 
filed by it in respect of any material Taxes, which Tax Returns were true, correct and 
complete in all material respects, (li) duly and timely paid in full all Taxes shown as due 
on such Tax Returns, (ill) duly and timely paid in full or withheld, or established 
adequate reserves in accordance with GAAP for, all material Taxes that are due and 
payable by it, (1v) established reserves in accordance with GAAP that are adequate for 
the payment of all material Taxes not yet due and payable with respect to the results of 
operations of the Company and each Company Subsidiary through the date of this 
Agreement and (vJ complied in all material respects with all laws applicable to the 
withholding and payment over of Taxes and has timely withheld and paid over to, or, 
where amounts have not been so withheld, established an adequate reserve under GAAP 
for the payment to, the respective proper Governmental Entities all material amounts 
required to be so withheld and paid over. 

(b) There (1) is no deficiency, claim, audit, suit, proceeding, request 
for information or investigation now pending, outstanding or threatened against or with 
respect to the Company or any Company Subsidiary in respect of any material Taxes or 
material Tax Returns, and (n) are no requests for rulings or determinations in respect of 
any material Taxes or material Tax Returns pending between the Company or any 
Company Subsidiary and any authority responsible for such Taxes or Tax Returns. 
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(c) The federal income Tax Returns of the Company and the Company 
Subsidiaries have been examined by the Internal Revenue Service (or the applicable 
statutes of limitation for the assessment of federal income Taxes for such periods have 
expired) for all periods through and including December 3 1, 199 1, and no material 
deficiencies were asserted as a result of such examinations that have not been resolved 
and fully paid. 

(d) Neither the Company nor any Company Subsidiary has any 
material liability as a result of being a party to any material tax sharing, tax indemnity or 
other agreement or arrangement with any entity not included in the most recent Company 
Financial Statements. 

(e) None of the Company or any of the Company Subsidiaries has any 
liability for material Taxes as a result of having been a member of any affiliated group 
within the meaning of Section .1504(a) of the Code, or any similar affiliated or 
consolidated group for tax purposes under state, local or foreign law (other than a group 
the common parent of which is the Company), or has any liability for the Taxes of any 
Person (other than the Company and the Company Subsidiaries) under Treasury 
Regulations Section 1.1502-6 or any similar provision of state, local or foreign law, or as 
a transferee or successor, by contract or otherwise. 

(f) There are no material adjustments under Section 48 1 of the Code 
(or similar or analogous provision of state, local or foreign law) for income tax purposes 
applicable to or required to be made by the Company or any of the Company Subsidiaries 
as a result of changes in methods of accounting or other events occurring on or before the 
date hereof. 

(8) There are no Liens on any of the assets or properties of the 
Company or any Company Subsidiary that arose in connection with any failure (or 
alleged failure) to pay any material Tax. 

(h) Neither the Company nor any Company Subsidiary has 
participated in a “listed transaction” within the meaning of Treasury Regulations 
$1.601 1-4(b)(2) that has not been properly disclosed pursuant to such Regulation on a 
Tax Return previously made available to Parent. 

Section 3.15 ESPP. No officer, employee, director, consultant, or other service 
provider to the Company or any of the Company Subsidiaries has any outstanding 
options to purchase any capital stock of the Company or any of the Company 
Subsidiaries, other than the rights to purchase Company Common Stock outstanding 
under the terms of the Company’s ESPP. 

22 



Section 3.16 Sufficiency of Real Property, etc. The Owned Real Property and 
the Leased Real Property (collectively, the “Real Property”) constitute all the fee and 
leasehold interests in real property required for the conduct of the Business as currently 
conducted. Except in any such case as would not, individually or in the aggregate, 
reasonably be expected to have a Company Material Adverse Effect, all buildings, 
structures, fixtures and improvements included within the Real Property (the 
“Improvements”) are in good repair and operating condition, subject only to ordinary 
wear and tear, and are adequate and suitable for the purposes for which they are presently 
being used or held for use, and to the knowledge of the Company, there are no facts or 
conditions affecting any of the Improvements that, in the aggregate, would reasonably be 
expected to interfere with the current use, occupancy or operation thereof. 

Section 3.17 Right-of-way Agreements and Network Facilities. 

(a) Except in any such case as would not, individually or in the 
aggregate, reasonably be expected to have a Company Material Adverse Effect, (1) each 
right-of-way agreement, license agreement or other agreement permitting or requiring the 
Company or any of its Subsidiaries to lay, build, operate, maintain or place cable, wires, 
conduits or other equipment and facilities over land, underwater or underground (each, a 
“Right-of-way Agreement”) is valid, legally binding, enforceable and in full force and 
effect, and none of the Company or any of its Subsidiaries is in breach of or default under 
any Right-of-way Agreement, (11) no event has occurred which, with notice or lapse of 
time, would constitute a breach or default by any of the Company or its Subsidiaries or 
permit termination, modification or acceleration by any third party thereunder and (ln) no 
third party has repudiated or has the right to terminate or repudiate any Right-of-way 
Agreement. 

(b) To the knowledge of the Company, the Company is not in 
violation of any Laws which, individually or in combination with any others, would 
materially and adversely affect the ability of the Company or any of its Subsidiaries to 
use any of the rights associated with the Right-of-way Agreements, taken as a whole, in 
the manner and scope in which such rights are now being used. 

(c) Except in any such case as would not, individually or in the 
aggregate, reasonably be expected to have a Company Material Adverse Effect: 

(i) All Owned Network Facilities and Leased Network Facilities: (xJ 
are in good working order and condition (“Good Condition”) individually and in 
combination; 0 are, individually and in combination, operated, installed, and 
maintained by the Company, the Company Subsidiaries, or their contractors in a 
manner that is in compliance with (aJ generally accepted industry standards for 
the United States telecommunications and foreign telecommunications industries 
(the latter with respect to Owned Network Facilities and Leased Network 
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Facilities outside the United States) (together “Industry Standards”), 
(bJ performance requirements in service agreements with customers of Company 
and its Subsidiaries (“Customer Requirements”), and (cJ all Laws, and (zJ 
comply, individually and in combination, with applicable performance standards. 
The Company and the Company Subsidiaries will maintain or cause Owned 
Network Facilities and Leased Network Facilities, individually and in 
combination, to be maintained in Good Condition and in compliance with 
Performance Standards, Industry Standards, Customer Requirements, and all 
Laws through the Closing Date. 

(ii) The Company owns, free of liens and other encumbrances, other 
than Permitted Liens, all right, title, and interest in Owned Network Facilities and 
will maintain the same through the Closing Date. No third Person can revoke or 
otherwise encumber or interfere with such right, title, and interest. 

(iii) (?lr) Each Network Facility Agreement is valid, legally binding, 
enforceable and in full force and effect, and none of the Company or any of the 
Company Subsidiaries is in breach of or default under any Network Facility 
Agreement, 0 no event has occurred which, with notice or lapse of time, would 
constitute a breach or default by any of the Company or the Company 
Subsidiaries or permit termination, revocation, other interference with 
performance of, modification or acceleration by any third party of any Network 
Facility Agreement, and (zJ no third Person has repudiated, revoked, terminated, 
or otherwise interfered with performance of or has the right to terminate, 
repudiate, revoke, or otherwise interfere with the performance of any Network 
Facility Agreement . 

Section 3.18 Brokers, No Persons other than Greenhill & Co., LLC 
(“Greenhill”), Lazard, Frkres & Co. LLC (“Lazar&,) and J. P. Morgan Securities Inc. 
(“JPMorgan,” and collectively with Greenhill and Lazard, the “Company Financial 
Advisors”) are entitled to any brokerage, financial advisory, finder’s or similar fee or 
commission payable by any party hereto in connection with the transactions 
contemplated by this Agreement based upon arrangements made by or on behalf of the 
Company or any Company Subsidiary. The Company has furnished to Parent and 
Merger Sub a true, correct and complete copy of each agreement between the Company, 
any Company Subsidiary and each Company Financial Advisor relating to the Merger 
and the other transactions contemplated by this Agreement. 

Section 3.19 Employee Benefit Plans and Related Matters: ERISA. 
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(a) As soon as practicable (but not later than 20 Business Days) after 
the date hereof, the Company shall provide Parent with a schedule that sets forth a 
complete and correct list of the Company Benefit Plans. With respect to each such 
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Company Benefit Plan, on or before the date such schedule is provided, the Company 
shall provide to Parent a complete and correct copy of such Company Benefit Plan, if 
written, or a description of such Company Benefit Plan if not written, and to the extent 
applicable, @ all trust agreements, insurance contracts or other funding arrangements, 
(il) the most recent actuarial and trust report for both ERISA funding and financial 
statement purposes, (111) the most recent Form 5500 with all attachments required to have 
been filed with the IRS or the Department of Labor or any similar report filed with any 
comparable governmental authority in any non-U.S. jurisdiction having jurisdiction over 
any Company Benefit Plan and all schedules thereto, (Iv) the most recent IRS 
determination letter, (vJ all current summary plan descriptions, (v1) all material 
communications received from or sent to the IRS, the Pension Benefit Guaranty 
Corporation or the Department of Labor, (vil) the most recent actuarial study of any 
pension, disability, post-employment life or medical benefits provided under any such 
Company Benefit Plan, (vm) all current employee handbooks and manuals, 
(1x) statements or other communications regarding withdrawal or other multiemployer 
plan liabilities (or similar liabilities pertaining to any non-U.S. employee benefit plan 
sponsored by the Company or any Company Subsidiary, if any), (xJ all amendments and 
modifications to any such Company Benefit Plan or related document and (xi) in the case 
of any such Company Benefit Plan that is maintained primarily for the benefit of 
employees whose employment is principally outside the United States, information that is 
substantially comparable (taking into account differences arising from differences in 
applicable law and practices) to the information required to be provided in the foregoing 
subclauses of this Section 3.19(a). 

(b) Qualification. Each Company Benefit Plan intended to be 
qualified under section 401(a) of the Code, and the trust (if any) forming a part thereof, 
has received a favorable determination letter from the IRS, and no event has occurred or 
circumstance exists since the date of such determination that would adversely affect such 
qualification. To the knowledge of the Company, each Company Benefit Plan that is 
maintained outside of the United States meets the conditions to qualify for tax exempt 
status, if applicable, or for such other favorable classification available in respect of such 
Company Benefit Plan under applicable Law. All amendments and actions required to 
bring each Company Benefit Plan into material conformity with the applicable provisions 
of ERISA, the Code and other applicable Law have been made or taken, except to the 
extent such amendments or actions are not required by Law to be made or taken until 
after the Closing Date. Each Company Benefit Plan has been operated in all material 
respects in accordance with applicable Law. 

(c) Liability. There has been no event or circumstance that has 
resulted in any material liability to the Company or any of the Company Subsidiaries 
under or pursuant to Title I or IV of ERISA, the penalty, excise Tax or joint and several 
liability provisions of the Code relating to employee benefit plans or any applicable 
provision of Law in any jurisdiction outside of the United States. There has not been any 
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event or circumstance that could reasonably be expected to result in any material liability 
(other than for the payment of benefits in a commercially reasonable manner consistent 
with industry practice) in respect of the Company Benefit Plans. Except as is otherwise 
reflected in the Financial Statements, there are no “unfunded benefits liabilities” in 
respect of any Company Benefit Plan that is a defined benefit or similar type plan. 

(d) Acceleration or Increases in Compensation. There is no contract, 
agreement, plan or arrangement to which the Company or any of the Company 
Subsidiaries is a party covering any employee, former employee, officer, director, 
shareholder or contract worker of the Company or any of the Company Subsidiaries, 
which, individually or collectively, could give rise to the payment of any material amount 
that would not be deductible pursuant to Section 280G of the Code or would otherwise 
result in the acceleration of payment of any benefits or a material increase in the amount 
of benefits (including, without limitation, any indemnity or redundancy pay) payable, 
whether pursuant to the terms of any such Company Benefit Plan, at Law, by contract or 
otherwise, the entering into, or the consummation of the transactions contemplated by, 
this Agreement. 

(e) Independent Contractors. The Company and each of the Company 
Subsidiaries has properly classified all individuals (including but not limited to 
independent contractors and leased employees) under applicable Law, except where 
failure to properly classify such person would not result in material employment or 
benefit liability to the Company or the Company Subsidiaries. Any person (other than 
the non-employee members of the Company’s board of directors) providing services to 
the Company or any of the Company Subsidiaries who has not been classified as an 
employee is not eligible to participate in any Company Benefit Plan and is not entitled to 
receive any benefits or other compensation under or pursuant to any such Company 
Benefit Plan in respect of such non-employee service. 

Section 3.20 Employees, Labor Matters. As soon as practicable (but not later 
than 20 Business Days) after the date hereof, the Company shall provide Parent with a 
schedule that sets forth a complete and correct list of each collective bargaining 
agreement to which any of the Company or any of the Company Subsidiaries is party or 
by which any such entity may be bound. Since April 20,2004, there has not occurred 
nor, to the knowledge of the Company has there been threatened, any material strike, 
slowdown, picketing, work stoppage, concerted refusal to work overtime or other similar 
labor activity or organizing campaign with respect to any employees of the Company or 
any of the Company Subsidiaries. There are no material labor disputes currently subject 
to any grievance procedure, arbitration or litigation and there is no representation petition 
pending or, to the knowledge of the Company, threatened with respect to any employee 
of the Company or any of the Company Subsidiaries. 
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Section 3.21 Intellectual Property Rights. Except as would not, inavidually or 
in the aggregate, reasonably be expected to have a Company Material Adverse Effect: 

(a) The Company and the Company Subsidiaries are the exclusive 
owners of all Owned Intellectual Property that is issued as a patent, the subject of a patent 
application, registered or subject to an application for registration, free and clear of any 
Liens other than Permitted Liens. The Owned Intellectual Property, together with the 
Intellectual Property used pursuant to the Intellectual Property Licenses, constitutes all of 
the Intellectual Property necessary to the conduct of the Business as currently conducted. 
Immediately after the Effective Time, the Company and the Company Subsidiaries shall 
own or have licensed to them all the Company Intellectual Property, in each case free 
from Liens other than Permitted Liens, on the same terms and conditions as in effect prior 
to the Effective Time. “Owned Intellectual Property” means all material Intellectual 
Property owned by the Company or any of the Company Subsidiaries. 

(b) To the knowledge of the Company, the conduct of the Business 
does not infringe or otherwise conflict with the rights of any Person in respect of any 
Intellectual Property. To the knowledge of the Company, none of the Company 
Intellectual Property is being infringed or otherwise used or being made available for use 
by any Person without a license or permission from the Company. None of the Company 
Intellectual Property is subject to any outstanding Order by or with any court, tribunal, 
arbitrator or other Governmental Entity. 

(c) The Company or one of the Company Subsidiaries has taken all 
actions reasonably necessary to ensure full ownership (including by assignment from 
employees and from other Persons performing services for the Company or any Company 
Subsidiary), protection and enforceability of the Owned Intellectual Property under any 
applicable Law (including making and maintaining in full force and effect all necessary 
filings, registrations and issuances). Each of the Company and each Company Subsidiary 
has taken all actions reasonably necessary to maintain the secrecy of all non-public 
Intellectual Property, including Trade Secrets, used in the Business (including requiring 
the execution of valid and enforceable confidentiality agreements by employees or any 
other Person to whom such non-public Intellectual Property is made available). To the 
knowledge of the Company, none of the Company or any Company Subsidiary is using 
or enforcing any Owned Intellectual Property in a manner that would reasonably be 
expected to result in the cancellation or unenforceability of such Owned Intellectual 
Property or Trade Secret. 

Section 3.22 Contracts. 

(a) Except as listed in Section 3.22(a) of the Company Disclosure 
Letter, and except for Company Benefit Plans, neither the Company nor any Company 
Subsidiary is a party to or bound by, as of the date hereof: 
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(i) any agreement relating to Indebtedness (other than agreements 
among direct or indirect wholly owned Company Subsidiaries) in excess of 
$10,000,000; 

(ii) any joint venture, partnership, limited liability company or other 
similar agreements or arrangements relating to the formation, creation, operation, 
management or control of any partnership or joint venture material to the 
Company or any of its Subsidiaries in which the Company or any Company 
Subsidiary owns any interest valued at more than $10,000,000 without regard to 
percentage voting or economic interest (unless pursuant to such agreement or 
arrangement the Company andor the Company Subsidiaries, as the case may be, 
do not have a future funding obligation likely to require funding of more than 
$10,000,000 in the aggregate); 

(iii) any agreement or series of related agreements, including any 
option agreement, relating to the acquisition or disposition of any material 
business or material real property (whether by merger, sale of stock, sale of assets 
or otherwise); 

(iv) any material agreement other than an agreement with respect to 
compensation or similar arrangements not involving a director of the Company or 
one of the officers of the Company for purposes of Section 16 of the Exchange 
Act and any agreement entered into in a commercially reasonable manner 
consistent with industry practice with (A) any Person directly or indirectly 
owning, controlling or holding with power to vote, 5% or more of the outstanding 
voting securities of the Company or any Company Subsidiary, (B) any Person 5% 
or more of the outstanding voting securities of which are directly or indirectly 
owned, controlled or held with power to vote by the Company or any Company 
Subsidiary or (c) any current or former director or officer of the Company or any 
Company Subsidiary; 

(v) any agreement (including any exclusivity agreement) that purports 
to limit or restrict in any material respect either the type of business in which the 
Company or the Company Subsidiaries (or, after the Effective Time, Parent or its 
Subsidiaries) may engage or the manner or locations in which any of them may so 
engage in any business including any covenant not to compete or could require 
the disposition of any material assets or line of business of the Company or the 
Company Subsidiaries; 

(vi) any sales, distribution, agency or other similar agreement 
providing for the sale by the Company or any Company Subsidiary of materials, 
supplies, goods, services, equipment or other assets that are material to the 
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Company and the Company Subsidiaries taken as a whole and involving 
payments to the Company in excess of $17,500,000 annually; 

(vii) any agreement relating to any material interest rate, currency or 
commodity derivatives or hedging transaction; 

(viii) any agreement (including keepwell agreement) under which 
(A) any Person (other than the Company or a Company Subsidiary) has directly 
or indirectly guaranteed any liabilities or obligations of the Company or any 
Company Subsidiary or (B) the Company or any Company Subsidiary has 
directly or indirectly guaranteed liabilities or obligations of any other Person 
(other than the Company or a Company Subsidiary) (in each case other than 
endorsements for the purpose of collection in a commercially reasonable manner 
consistent with industry practice), unless such guarantor obligation is less than 
$10,000,000; 

(ix) any material “take-or-pay” agreements; or 

(x) any agreement the termination or breach of which or the failure to 
obtain consent in respect of is likely to have a Company Material Adverse Effect. 

(b) The agreements, commitments, arrangements and plans listed or 
required to be listed in Section 3.22(a) of the Company Disclosure Letter are referred to 
herein as the “Companv Contracts.” Each Company Contract is a valid and binding 
agreement of the Company or a Company Subsidiary, as the case may be, and is in full 
force and effect, and none of the Company, any Company Subsidiary or, to the 
knowledge of the Company, any other party thereto is in default or breach in any material 
respect under the terms of any such Company Contract. True, correct and complete 
copies of (1) each such Company Contract (including all modifications and amendments 
thereto and waivers thereunder) and (@ all form contracts, agreements or instruments 
used in and material to the Business have been made available to Parent. 

Section 3.23 Environmental Laws and Regulations. Except as disclosed in 
Section 3.23 of the Company Disclosure Letter or as would not, individually or in the 
aggregate, reasonably be expected to have a Company Material Adverse Effect: 

(a) The Company and each Company Subsidiary has complied and is 
in compliance in all material respects with all applicable Environmental Laws and has 
obtained and is in compliance in all material respects with all Environmental Permits. 
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(b) No notice of violation, notification of liability, demand, request for 
information, citation, summons or order has been received by the Company or any 
Company Subsidiary, no complaint has been filed, no penalty or fine has been assessed, 
and no investigation, action, claim, suit or proceeding is pending or, to the knowledge of 
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the Company, threatened by any Person involving the Company or any Company 
Subsidiary relating to or arising out of any Environmental Law. 

(c) No Hazardous Substances are or were located and no disposal or 
Releases of Hazardous Substances have occurred at, on, above, under or from any 
properties currently or, to the knowledge of the Company at the time of the cessation of 
such ownership, lease, operation or use, formerly owned, leased, operated or used by the 
Company, any Company Subsidiary or any predecessors in interest that, in each case, has 
resulted in or would reasonably be expected to result in any material cost, liability or 
obligation of the Company or any Company Subsidiary under any Environmental Law. 

(d) Neither the Company nor any Company Subsidiary, nor, to the 
knowledge of the Company, any other Person, has caused or taken any action that could 
reasonably be expected to result in any material liability or obligation relating to (1> the 
environmental conditions at, on, above, under, or about any properties or assets currently 
or formerly owned, leased, operated or used by the Company or any Company Subsidiary 
or any of their respective predecessors in interest, or (n) the past or present use, 
management, handling, transport, treatment, generation, storage, disposal, Release or 
threatened Release of Hazardous Substances. 

(e) The Company has provided to Parent all material environmental 
site assessments, audits, investigations and studies in the possession, custody or control 
of the Company or any Company Subsidiary relating to properties or assets currently or 
formerly owned, leased, operated or used by the Company or any Company Subsidiary. 

( f )  Neither the Company nor any Company Subsidiary has been in 
businesses other than those related to the provision of telecommunication services that 
would reasonably be expected to present environmental issues of a materially different 
scope or magnitude than those presented in the provision of telecommunication services. 
Without limiting the generality of the foregoing, neither the Company nor any Company 
Subsidiary has operated or currently operates: (r) any manufacturing facilities; (il) any 
facilities that are or have been permitted under the Resource Conservation and Recovery 
Act; or (nr) any business that manages the hazardous wastes of any unrelated party. The 
representations contained in this Section 3.23(f) shall not deemed to be breached unless 
the operation or ownership of such other business or businesses has resulted in any 
material cost, liability or obligation of the Company or any Company Subsidiary under 
any Environmental Law. 
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Section 3.24 Insurance Coverage. The Company and the Company Subsidiaries 
maintain policies of insurance in such amounts and against such risks as are customary in 
the industries in which the Company and the Company Subsidiaries operate. Except as 
would not reasonably be expected to have a Company Material Adverse Effect, all such 
insurance policies are in full force and effect and will not in any way be affected by, or 
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terminate or lapse by reason of, this Agreement or the consummation of any of the 
transactions contemplated hereby. 

Section 3.25 Consent Decrees. Section 3.25 of the Company Disclosure Letter 
sets forth a list of all material consent decrees to which the Company and the Company 
Subsidiaries are subject and any material voluntary agreements with any state or federal 
agency that impose any continuing duties on the Company, including any additional 
reporting or monitoring requirements. 

Section 3.26 Foreign Corrupt Practices and International Trade Sanctions. 
Neither the Company, nor any Company Subsidiaries, nor any of their respective 
directors, officers, agents, employees or any other Persons acting on their behalf has, in 
connection with the operation of their respective businesses, (1> used any corporate or 
other funds for unlawful contributions, payments, gifts or entertainment, or made any 
unlawful expenditures relating to political activity to government officials, candidates or 
members of political parties or organizations, or established or maintained any unlawful 
or unrecorded funds in violation of Section 104 of the Foreign Corrupt Practices Act of 
1977, as amended, or any other similar applicable foreign, Federal or state Law, (II) paid, 
accepted or received any unlawful contributions, payments, expenditures or gifts, or (111) 
violated or operated in noncompliance with any export restrictions, anti-boycott 
regulations, embargo regulations or other applicable domestic or foreign Laws, in each 
case, except as is not, individually or in the aggregate, reasonably likely to have a 
Company Material Adverse Effect. 

Section 3.27 Compliance with Governance Requirements. The Company is in 
compliance in all material respects with the permanent injunction entered by the United 
States District Court for the Southern District of New York against the Company’s 
predecessor company on November 26,2002 and such court’s related June 11,2003 and 
December 17,2003 orders. 

Section 3.28 Opinions of Financial Advisors. The Company has received 
opinions from Greenhill, Lazard and JPMorgan, dated as of February 13,2005, to the 
effect that, as of the date of such opinions and subject to the procedures followed, and the 
qualifications and limitations set forth therein, the Merger Consideration (without giving 
effect to any adjustment pursuant to Section 1. lo), the Special Cash Dividend and the 
$0.40 per share cash dividend declared by the Board of Directors of the Company on 
February 11,2005, taken together, are fair, from a financial point of view to the holders 
of shares of Company Common Stock. 
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ARTICLE IV 

REPRESENTATIONS AND WARRANTIES OF PARENT AND MERGER SUB 

Except as otherwise disclosed to the Company in a letter (the “Parent Disclosure 
Letter”) delivered to it by Parent and Merger Sub prior to the execution of this 
Agreement (with specific reference to the representations and warranties in this Article 
IV to which the information in such letter relates) or as set forth in the Parent SEC 
Documents filed prior to the date hereof (excluding any disclosures included in any such 
Parent SEC Document that are predictive or forward-looking in nature), Parent and 
Merger Sub represent and warrant to the Company as follows: 

Section 4.1 Organization. Each of Parent and Merger Sub is duly organized, 
validly existing and in good standing under the laws of the State of Delaware. Each of 
Parent and Merger Sub have all requisite corporate power and authority to own, lease and 
operate its properties and assets and to carry on its business as currently conducted. 

Section 4.2 Capitalization. 

(a) Parent owns all right, title and interest in and to all the outstanding 
membership interests of Merger Sub free and clear of any Liens. 

(b) As of the date of this Agreement, the authorized capital stock of 
Parent consists of 4,250,000,000 shares of Parent Common Stock and 250,000,000 shares 
of preferred stock, par value $0.10 per share (“Parent Preferred Stock”). At the close of 
business on February 11,2005,@ 2,774,865,381 shares of Parent Common Stock were 
issued and outstanding, (11) no shares of Parent Preferred Stock were issued and 
outstanding, (111) 5,623,033 shares of Parent Common Stock were held in treasury by 
Parent, and (1v) 200,000,000 shares of Parent Common Stock were reserved for issuance 
pursuant to Parent’s stock option plans. Except as set forth above, as of February 11, 
2005, no shares of capital stock of Parent were issued, reserved for issuance or 
outstanding. All issued and outstanding shares of Parent Common Stock and Parent 
Preferred Stock are, and all shares of Parent Common Stock that may be issued pursuant 
to the exercise of outstanding options will be, when issued in accordance with the terms 
thereof, duly authorized, validly issued, fully paid and nonassessable and subject to no 
preemptive or similar rights. 

(c) There are no preemptive or similar rights on the part of any holder 
of any class of securities of the Parent or any of its Significant Subsidiaries. Neither the 
Parent nor any of its Significant Subsidiaries has outstanding any bonds, debentures, 
notes or other obligations the holders of which have the right to vote (or which are 
convertible into or exercisable for securities having the right to vote) with the 
stockholders of the Parent or any such Significant Subsidiary on any matter submitted to 
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shareholders or a separate class of holders of capital stock. Except as set forth in 
Section 4.2(c) of the Parent Disclosure Letter, as of the date of this Agreement, there are 
no options, warrants, calls, rights, convertible or exchangeable securities, “phantom” 
stock rights, stock appreciation rights, stock-based performance units, commitments, 
contracts, arrangements or undertakings of any kind to which the Parent or any of the 
Significant Subsidiaries is a party or by which any of them is bound (1) obligating the 
Parent or any of the Significant Subsidiaries to issue, deliver, sell or transfer or 
repurchase, redeem or otherwise acquire, or cause to be issued, delivered, sold or 
transferred or repurchased, redeemed or otherwise acquired, any shares of the capital 
stock of the Parent or any Significant Subsidiary, any additional shares of capital stock 
of, or other equity interests in, or any security convertible or exercisable for or 
exchangeable into any capital stock of, or other equity interest in, the Parent or any 
Significant Subsidiary, 
grant, extend or enter into any such option, warrant, call, right, security, commitment, 
contract, arrangement or undertaking or (111) that give any Person the right to receive any 
economic benefit or right similar to or derived from the economic benefits and rights 
accruing to holders of capital stock of, or other equity interests in, the Parent or any 
Significant Subsidiary. As of the date of this Agreement, there are no outstanding 
contractual obligations of the Parent or any of the Significant Subsidiaries to repurchase, 
redeem or otherwise acquire any shares of capital stock of, or other equity interests in, the 
Parent or any of the Significant Subsidiaries. 

obligating the Parent or any Significant Subsidiary to issue, 

Section 4.3 Authorization. Parent and Merger Sub have all requisite corporate 
and limited liability company power and authority to execute and deliver this Agreement 
and to perform its obligations hereunder and, to consummate the transactions 
contemplated hereby. The execution, delivery and performance of this Agreement and 
the consummation of the Merger and the other transactions contemplated hereby have 
been duly and validly authorized by all necessary actions of Parent and Merger Sub, and 
no other corporate or limited liability company proceedings on the part of Parent or 
Merger Sub, as the case may be, are necessary for Parent or Merger Sub to authorize this 
Agreement and to consummate the transactions contemplated hereby. This Agreement 
has been duly and validly executed and delivered by each of Parent and Merger Sub and, 
assuming due authorization, execution and delivery by the Company, is a legal, valid and 
binding obligation of each of Parent and Merger Sub, enforceable against each of Parent 
and Merger Sub in accordance with its terms, subject to bankruptcy, insolvency, 
fraudulent transfer, reorganization, moratorium and similar laws of general applicability 
relating to or affecting creditors’ rights and to general equity principles. 

Section 4.4 Consents and Approvals; No Violations. 
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Merger Sub do not and the consummation by Parent and Merger Sub of the transactions 
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incorporation or by-laws or any other organizational documents of Parent or Merger Sub, 

4.4(b)); (Ili) result in any violation of or default or loss of a benefit under, or permit the 
acceleration or termination of any obligation under, any mortgage, indenture, lease, 
agreement or other instrument, permit, concession, grant, franchise, license or result in 
the creation or imposition of any Lien upon any properties or assets of the Parent or any 
Parent Subsidiary; or (1v) cause the suspension or revocation of any permit, license, 
governmental authorization, consent or approval necessary for each of Parent and Merger 
Sub to conduct its business as currently conducted, except, in the case of clauses (ii) or 
(iii), for such violations that, in the aggregate, have not had and would not reasonably be 
expected to result in a Parent Material Adverse Effect and as would not reasonably be 
expected to materially delay or impair the consummation of the Merger. 

violate any Law or Order (assuming compliance with the matters set forth in Section 

(b) No consent, approval, order or authorization of, or declaration, 
registration or filing with, or notice to any Governmental Entity is required to be made or 
obtained by Parent or Merger Sub in connection with the execution and delivery of this 
Agreement by Parent and Merger Sub or the consummation by Parent of Merger Sub of 
the transactions contemplated hereby, except for (1> compliance by Parent and Merger 
Sub with the HSR Act and such foreign antitrust and competition law requirements set 
forth in Section 4.4(b)(i) of the Parent Disclosure Letter, (11) the filing of the Certificate 
of Merger with the Secretary of State of the State of Delaware in accordance with the 
DGCL, (111) the filing with the SEC of (A) the Proxy Statement and Prospectus in 
accordance with Regulation 14A promulgated under the Exchange Act, (B) the 
registration statement on Form S-4 promulgated under the Securities Act and (c) such 
reports under and such other compliance with the Exchange Act and the Securities Act 
and the rules and regulations thereunder as may be required in connection with this 
Agreement and the transactions contemplated hereby, (1v) the reports, filings, 
registrations, consents, approvals, permits, authorizations and/or notices with or to the 
FCC, (vJ the reports, filings, registrations, consents, approvals, permits, authorizations 
and/or notices with or to the State Commissions set forth in Section 4.4(b)(v) of the 
Parent Disclosure Letter; and (v1) the reports, filings, registrations, consents, approvals, 
permits, authorizations and/or notices with or to those foreign Governmental Entities 
regulating competition and telecommunications businesses or the use of radio spectrum 
or regulating or limiting investment set forth in Section 4.4(b)(vi) of the Parent 
Disclosure Letter. 

Section 4.5 SEC Reports; Financial Statements. 

(a) Parent has filed or furnished, as applicable, all reports, schedules, 
forms, statements and other documents required to be filed or furnished with or by it to 
the SEC since December 31,2003 (the “Parent SEC Documents”). As of its respective 
date, each of the Parent SEC Documents, complied when filed or furnished and as 
amended in all material respects with the requirements of the Exchange Act or the 
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Securities Act and the rules and regulations of the SEC promulgated thereunder 
applicable to such Parent SEC Documents, and did not, and any Parent SEC Documents 
filed with the SEC subsequent to the date hereof will not, contain any untrue statement of 
a material fact or omit to state a material fact required to be stated therein or necessary in 
order to make the statements therein, in light of the circumstances under which they were 
made, not misleading. 

(b) The consolidated financial statements of Parent and its 
consolidated Subsidiaries included in the Parent SEC Document% have been derived from 
the accounting books and records of Parent and its consolidated Subsidiaries and have 
been prepared in accordance with GAAP applied on a consistent basis during the periods 
involved (except as may be indicated in the notes thereto). The consolidated balance 
sheets included in such consolidated financial statements present fairly in all material 
respects the consolidated financial position of Parent and its consolidated Subsidiaries as 
at the respective dates thereof and the consolidated statements of income and 
consolidated statements of cash flows included in such consolidated financial statements 
present fairly in all material respects the results of operations and cash flows of Parent 
and its consolidated Subsidiaries for the respective periods indicated. 

Section 4.6 Absence of Undisclosed Liabilities. Parent and its Subsidiaries do 
not have any liabilities or obligations, known or unknown, contingent or otherwise, 
except (aJ liabilities and obligations in the respective amounts reflected on or reserved 
against in the consolidated balance sheet of the Parent and its Subsidiaries included in the 
Parent Financial Statements (or readily apparent in the notes thereto), (bJ liabilities and 
obligations incurred in the ordinary course of business, consistent with past practice, 
since the date of such balance sheet, and (cJ liabilities and obligations that would not, 
individually or in the aggregate, reasonably be expected to have a Parent Material 
Adverse Effect. 

Section 4.7 Form 5-4; Proxy Statement/Prospectus. None of the information 
supplied or to be supplied by Parent or Merger Sub for inclusion or incorporation by 
reference in the Proxy StatementProspectus, at the date such Proxy Statement is first 
mailed to stockholders of the Company, and at the time of the Company Stockholders 
Meeting, will contain any untrue statement of a material fact or omit to state any material 
fact required to be stated therein or necessary in order to make the statements therein, in 
light of the circumstances under which they are made, not misleadmg. None of the 
information contained or incorporated by reference in the Form S-4, at the time the Form 
S-4 is filed with the SEC, at any time it is amended or supplemented and at the time the 
Form S-4 becomes effective under the Securities Act, will contain any untrue statement 
of a material fact or omit to state any material fact required to be stated therein or 
necessary in order to make the statements therein, in light of the circumstances under 
which they are made, not misleading, except that no representation is made by Parent or 
Merger Sub with respect to statements made in the Form 5-4 based on information 
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supplied by the Company in writing for inclusion in the Form S-4. The Form S-4 will 
comply as to form in all material respects with all Laws. 

Section 4.8 Absence of Certain Changes. Except for liabilities incurred in 
connection with this Agreement or the transactions contemplated hereby and except as set 
forth in Schedule 4.8 of the Parent Disclosure Letter, for the period beginning September 
30,2004 until the date hereof, the Parent and its Subsidiaries have conducted their 
respective businesses only in the ordinary course consistent with past practice. Except as 
disclosed in the Parent SEC Documents filed prior to the date of this Agreement, since 
December 31,2003, there have not been any changes, circumstances or events that, 
individually and in the aggregate, have had or would reasonably be expected to result in a 
Parent Material Adverse Effect. 

Section 4.9 Litigation. Except as set forth in Section 4.9 of the Parent 
Disclosure Letter, there is no suit, action, proceeding, claim, review or investigation 
(whether at law or in equity, before or by any Governmental Entity or before any 
arbitrator) pending, affecting or, to the knowledge of the Parent, threatened against the 
Parent or any of its Subsidiaries, or their respective properties or rights that, individually 
and in the aggregate for any such matters premised on common legal theories and similar 
facts, would reasonably be expected to result in a Parent Material Adverse Effect. Except 
as set forth in Section 4.9 of the Parent Disclosure Letter, there is no Order of any 
Governmental Entity or arbitrator outstanding against Parent or any of its Subsidiaries 
which would, individually or in the aggregate, reasonably be expected to result in a 
Parent Material Adverse Effect. 

Section 4.10 Compliance with Laws. Each of the Parent and its Subsidiaries is, 
and since December 3 1,2003, has been in compliance with all applicable Laws and, to 
the knowledge of the Parent, is not under investigation with respect to, and has not been 
threatened to be charged with or given notice of, any violation of any Law, in each case 
except for such failures to be in compliance, such investigations or such violations as 
would not, individually or in the aggregate, reasonably be expected to result in a Parent 
Material Adverse Effect. 

Section 4.1 1 Brokers. No Person other than Bear, Stearns & Co. Inc. (the 
“Parent Financial Advisor”) is entitled to any brokerage, financial advisory, finder’s or 
similar fee or commission payable by Parent or Merger Sub in connection with the 
transactions contemplated by this Agreement based upon arrangements made by or on 
behalf of Parent or Merger Sub. 
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ARTICLE V 

COVENANTS RELATING TO CONDUCT OF BUSINESS 

Section 5.1 Covenants of the Company. From the date of this Agreement until 
the Effective Time, unless Parent shall otherwise consent in writing or except as set forth 
in Section 5.1 of the Company Disclosure Letter or as otherwise expressly provided for in 
this Agreement, the Company shall, and shall cause each of the Company Subsidiaries to, 
conduct its business in a commercially reasonable manner consistent with industry 
practice, and shall use its commercially reasonable efforts to preserve intact its business 
organization and goodwill and relationships with customers, suppliers and others having 
business dealings with it, to keep available the services of its current officers and key 
employees and to maintain its current rights and franchises, in each case, consistent with 
industry practice. In addition to and without limiting the generality of the foregoing, 
except as expressly set forth in Section 5.1 of the Company Disclosure Letter or as 
otherwise expressly provided for in this Agreement or as required by applicable Law, 
from the date hereof until the Effective Time, without the prior written consent of Parent, 
the Company shall not, and shall not permit any Company Subsidiary to: 

(a) adopt or propose any change in the Company’s certificate of 
incorporation or by-laws; 

(b) (1) declare, set aside, make or pay any dividend or other 
distribution (whether in cash, stock or property) in respect of any of its capital stock, 
other than (xJ pursuant to Section 6.16 of this Agreement, (yJ regular quarterly cash 
dividends consistent with past practice (which in no event shall exceed $1,947,000,000 in 
the aggregate since February 1,2005) which are paid prior to the Special Cash Dividend 
or (zJ dividends or distributions by wholly owned Company Subsidiaries, (11) split, 
combine or reclassify any of its capital stock or issue or propose or authorize the issuance 
of any other securities (including options, warrants or any similar security exercisable for, 
or convertible into, such other security) in respect of, in lieu of, or in substitution for, 
shares of its capital stock, (Ili) repurchase, redeem or otherwise acquire any shares of the 
capital stock of the Company or any Company Subsidiary, or any other equity interests or 
any rights, warrants or options to acquire any such shares or interests, other than pursuant 
to the Company Stock Plans and the redemption of Company Rights; 

(c) issue, sell, grant, pledge or otherwise encumber any shares of its 
capital stock or other securities (including any options, warrants or any similar security 
exercisable for or convertible into such capital stock or similar security) (other than 
(1) issuances of Company Common Stock (and the associated Company Rights) in 
connection with the ESPP, Company Restricted Shares or Other Equity-Based Awards, in 
each case, in accordance with their terms (it being understood that grants of Company 
Restricted Shares and Other Equity-Based Awards after the date hereof shall be in 
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accordance with Schedule 5.l(g) of the Disclosure Letter), (n) issuances by a wholly 
owned Company Subsidiary of capital stock to such Company Subsidiary’s parent or 
another wholly owned Company Subsidiary, (lil) issuances in accordance with the Rights 
Agreement; and (1v) issuances pursuant to the Chapter 11 Plan; 

(d) merge or consolidate with any Person (other than the Company or 
a wholly owned Company Subsidiary) or acquire a material amount of the assets or 
equity of any other Person (other than the Company or a Company Subsidiary), other 
than (i) acquisitions disclosed on the Section 5.l(d) of the Company Disclosure Letter 
and (IIJ acquisitions the fair market value of the total consideration (including the value 
of indebtedness acquired or assumed) for which does not exceed $50,000,000 for any 
individual acquisition, or $100,000,000 in the aggregate; 

(e) sell, lease, license, subject to a Lien, other than a Permitted Lien, 
encumber or otherwise surrender, relinquish or dispose of any assets, property or rights 
(including capital stock of a Company Subsidiary) except (1) pursuant to existing written 
contracts or commitments (the terms of which have been disclosed in writing to Parent 
prior to the date hereof), (n) sales of network capacity in the ordinary course consistent 
with past practice, (lii) sales of assets listed on Schedule 9.12 or (1v) in an amount not in 
excess of $50,000,000 in the aggregate; 

(f) (1) make any loans, advances or capital contributions to, or 
investments in, any other Person other than (xJ by the Company or any Company 
Subsidiary to or in the Company or any Company Subsidiary or (y) pursuant to any 
contract or other legal obligation existing at the date of this Agreement set forth on 
Section 5.l(f) of the Company Disclosure Letter, (IIJ create, incur, guarantee or assume 
any Indebtedness, issuances of debt securities, guarantees, loans or advances not in 
existence as of the date of this Agreement, except Indebtedness incurred in the ordinary 
course of business not to exceed $25,000,000 in the aggregate, Indebtedness in 
replacement of existing Indebtedness on customary commercial terms, and guarantees by 
the Company of Indebtedness of wholly owned Subsidiaries of the Company or 
guarantees by Subsidiaries of Indebtedness of the Company, or (Ili) other than in the 
ordinary course of business consistent with past practice or as set forth in the Company’s 
capital budget, a copy of which was delivered to Parent prior to the date hereof, make or 
commit to make any capital expenditure; 

(g) amend or otherwise modify benefits under any Company Benefit 
Plan, accelerate the payment or vesting of benefits or amounts payable or to become 
payable under any Company Benefit Plan as currently in effect on the date hereof, fail to 
make any required contribution to any Company Benefit Plan, merge or transfer any 
Company Benefit Plan or the assets or liabilities of any Company Benefit Plan, change 
the sponsor of any Company Benefit Plan, or terminate or establish any Company Benefit 
Plan, except (1) as reasonably appropriate to reflect changes in applicable Law or 
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generally accepted accounting principles, w) in the ordinary course of business, 
consistent with existing policies and practices, or (Ili) as identified on Schedule 5.l(g) of 
the Disclosure Letter; 

(h) grant any increase in the compensation or benefits of directors, 
officers, employees or consultants of the Company or any Company Subsidiary, 
provided, however, that the Company or any of its Subsidiaries may grant increases in 
base salaries in the ordinary course of business consistent with existing policies and 
practices (including pursuant to the Company’s “focal point review” and the Company’s 
salary administration program outlined on Schedule S.l(g) of the Disclosure Letter), so 
long as such increases, in the aggregate, do not exceed 4% in any calendar year; 

(i) enter into or amend or modify any severance, consulting, retention 
or employment agreement, plan, program or arrangement, (1> other than in the ordinary 
course of business, consistent with existing policies and practices or (11) except as 
identified on Schedule 5.1(i) of the Disclosure Letter; 

(i) hire or terminate the employment or contractual relationship of any 
officer, employee or consultant of the Company or any Company Subsidiary, as the case 
may be, other than hirings or terminations (1> in the ordinary course, consistent with 
existing policies and practices, (11) identified on Schedule S.l(i) of the Disclosure Letter 
or (nl) that, individually and in the aggregate, would not result in (xJ in the case of 
hirings, a material increase in the number of persons providing services to the Company 
and its Subsidiaries in all such capacities, (9 in the case of hirings, a material increase in 
the aggregate payroll and other benefits costs to the Company or such Company 
Subsidiary (such increase to be determined, in the case of a hiring to replace an employee 
or other service provider in a pre-existing position based solely on the costs in excess of 
the costs associated with the replaced service provider), and (zJ in the case of 
terminations, material liability to the Company or any of its Subsidiaries in excess of the 
costs savings, if any, directly derived from such terminations; 

(k) settle or compromise any action, suit, claim, litigation, proceeding, 
arbitration, investigation, audit or controversy (each, a “Proceeding”) or enter into any 
consent, decree, injunction or similar restraint or form of equitable relief in settlement of 
any material Proceeding other than (1) such settlements and compromises that (A) relate 
to Taxes (which are the subject of Section 5.1(1)), (B) relate to Bankruptcy Claims (which 
are the subject of Section 6.18), (c) are in the ordinary course consistent with past 
practice or (D) do not require payments by the Company in excess of $10,000,000 and 
(11) such consents, decrees, injunctions or similar restraints or forms of equitable relief 
that, individually or in the aggregate, are not material to the Company and the Company 
Subsidiaries, taken as a whole; 
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(1) (iJ make or rescind any material election relating to Taxes, 
(IIJ settle or compromise any Proceeding relating to Taxes (other than Taxes that relate to 
Bankruptcy Claims (which are the subject of Section 6.18)), (111) make a request for a 
written ruling of a Taxing Authority relating to Taxes, other than any request for a 
determination concerning qualified status of any Company Benefit Plan intended to be 
qualified under Code Section 401(a), (1v) enter into a written and legally binding 
agreement with a Taxing Authority relating to material Taxes, or (vJ except as required 
by Law, change any of its methods of reporting income or deductions for federal income 
tax purposes from those employed in the preparation of its federal income tax returns for 
the taxable year ending December 3 1 , 2003; 

(m) other than in the ordinary course of business consistent with past 
practice or the indenture amendments disclosed in Section 3.7 of the Company 
Disclosure Letter, (I) modify or amend in any material respect or terminate any Company 
Contract, enter into any successor agreement to an expiring Company Contract that 
changes the terms of the expiring Company Contract in a way that is materially adverse 
to the Company or any Company Subsidiary, or (111) enter into any new agreement that 
would have been considered a Company Contract if it were entered into at or prior to the 
date hereof; 

(n) enter into or renew or extend any agreements or arrangements that 
limit or otherwise restrict the Company or any of the Company Subsidiaries or any of 
their respective Affiliates or any successor thereto, or that could, after the Effective Time, 
limit or restrict Parent or any of its Affiliates (including the Surviving Entity) or any 
successor thereto, from engaging or competing in any line of business or in any 
geographic area, which agreements or arrangements, individually or in the aggregate, 
would reasonably be expected to have a Parent Material Adverse Effect, after giving 
effect to the Merger; 

(0) change any method of accounting or accounting principles or 
practices by the Company or any Company Subsidiary, except for any such change 
required by a change in G A M  or by a Governmental Entity; 

(p) terminate or cancel, or amend or modify in any material respect, 
any material insurance policies maintained by it covering the Company or the Company 
Subsidiaries or their respective properties which is not replaced by a comparable amount 
of insurance coverage; 

(q) adopt or implement a plan of complete or partial liquidation, 
dissolution, restructuring, recapitalization or other reorganization of the Company or any 
of the Company Subsidiaries organized in jurisdictions other than the United States or 
any political subdivision thereof; 
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(r) take any actions or omit to take any actions that would or would be 
reasonably likely to (r) result in any of the conditions to the consummation of the Merger 
set forth in Article VII not being satisfied or (u) materially impair the ability of the 
Company, Parent or Merger Sub to consummate the Merger in accordance with the terms 
hereof or materially delay such consummation; or 

(s) agree or commit to do any of the foregoing. 

Section 5.2 Covenants of Parent. From the date of this Agreement until the 
Effective Time, unless the Company shall otherwise consent in writing, or except as set 
forth in Section 5.2 of the Parent Disclosure Letter or as otherwise expressly provided for 
in this Agreement, Parent shall, and shall cause each of its Subsidiaries to, conduct its 
business in the ordinary course, consistent with past practice, and shall use all 
commercially reasonable efforts to preserve intact its business organization and goodwill 
and relationships with customers, suppliers and others having business dealings with it 
and maintain its current rights and franchises, subject to the terms of this Agreement. In 
addition to and without limiting the generality of the foregoing, except as expressly set 
forth in Section 5.2 of the Parent Disclosure Letter or as otherwise expressly provided for 
in this Agreement, from the date hereof until the Effective Time, without the prior written 
consent of the Company, Parent shall not, and shall not permit any Subsidiary of Parent 
to: 

(a) adopt or propose any change in its certificate of incorporation or 
by-laws or other comparable organizational documents in a manner that would adversely 
affect the economic benefits of the Merger to the Company’s stockholders; 

(b) declare, set aside, make or pay any dividend or other distribution 
(whether in cash, stock or property) in respect of any of its capital stock, except for 
dividends or distributions by wholly owned Subsidiaries of Parent for the declaration and 
payment of regular quarterly cash dividends or for any distribution of stock or property 
for which adjustment is made pursuant to Section 1.12; 

(c) take or omit to take any action, including engaging in an 
acquisition of a business, that would be reasonably likely to prevent the consummation of 
the Merger by the Outside Date; or 

(d) agree or commit to do any of the foregoing. 

Section 5.3 Certain Actions. If, in conformity with Section 5.2(c), Parent or 
any Subsidiary of Parent takes any action that is reasonably likely to materially delay the 
consummation of the Merger, including engaging in an acquisition of a business which is 
reasonably likely to result in its being materially more difficult to obtain any approval or 
authorization required in connection with the Merger under Laws, Parent or such 
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Subsidiary shall, or shall authorize the Company or its Subsidiaries to, take all necessary 
Specified Efforts to consummate the Merger, notwithstanding anything to the contrary in 
Section 6.4(e). If such action results in a delay of the consummation of the Merger, then, 
during the period after which the Merger would otherwise have been consummated, 
Parent shall not be entitled to invoke the condition set forth in Section 7.2(f) or the 
condition set forth in Section 7.2(a), except to the extent the failure of such conditions to 
be satisfied is caused by a breach of a representation or warranty caused by the Company 
during such period. 

ARTICLE VI 

ADDITIONAL AGREEMENTS 

Section 6.1 Preparation of Proxy Statement. 

(a) As promptly as reasonably practicable following the date hereof, 
Parent and the Company shall prepare and file with the SEC mutually acceptable proxy 
materials that shall constitute the Proxy Statemenflrospectus (such proxy 
statement/prospectus, and any amendments or supplements thereto, the “Proxy 
Statemenflrospectus”) and Parent shall prepare and file the Form S-4. The Proxy 
Statemenflrospectus will be included in and will constitute a part of the Form S-4 as 
Parent’s prospectus. The Form S-4 and the Proxy Statemenflrospectus shall comply as 
to form in all material respects with the applicable provisions of the Securities Act and 
the Exchange Act and the rules and regulations thereunder. 

(b) Each of Parent and the Company shall use commercially 
reasonable efforts to have the Form S-4 declared effective by the SEC as promptly as 
practicable after the date hereof and to keep the Form S-4 effective as long as is 
necessary to consummate the Merger and the transactions contemplated thereby. 

(c) Parent and the Company shall, as promptly as practicable after 
receipt thereof, provide the other party copies of any written comments and advise the 
other party of any oral comments, with respect to the Proxy Statemenflrospectus 
received from the SEC. Parent shall provide the Company with a reasonable opportunity 
to review and comment on any amendment or supplement to the Form S-4 and any 
communications prior to filing such with the SEC, and will promptly provide the 
Company with a copy of all such filings and communications made with the SEC. 

21 891 572~10 

(d) The Company will use commercially reasonable efforts to cause 
the Proxy Statemenflrospectus to be mailed to the Company’s stockholders as soon as 
reasonably practicable after the Form S-4 is declared effective under the Securities Act. 
Parent shall take any action (other than qualifying to do business in any jurisdiction in 
which it is not now so qualified or to file a general consent to service of process) required 
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to be taken under any applicable state securities laws in connection with the Share 
Issuance and the Company shall furnish all information concerning the Company and the 
holders of Company Common Stock as may be reasonably requested in connection with 
any such action. Each party will advise the other party, promptly after it receives notice 
thereof, of the time when the Form S-4 has become effective, the issuance of any stop 
order, the suspension of the qualification of the Parent Common Stock issuable in 
connection with the Merger for offering or sale in any jurisdiction, or any request by the 
SEC for amendment of the Proxy Statemenflrospectus or the Form S-4. 

(e) If at any time prior to the Effective Time any information relating 
to Parent or the Company, or any of their respective Affiliates, officers or directors, 
should be discovered by Parent or the Company which should be set forth in an 
amendment or supplement to any of the Form S-4 or the Proxy StatementProspectus so 
that any of such documents would not include any misstatement of a material fact or omit 
to state any material fact necessary to make the statements therein, in light of the 
circumstances under which they were made, not misleading, the party that discovers such 
information shall promptly notify the other party hereto and, to the extent required by 
law, rules or regulations, an appropriate amendment or supplement describing such 
information shall be promptly filed with the SEC and disseminated to the stockholders of 
the Company. 

Section 6.2 Stockholders Meeting; Company Recommendation. The Company 
shall duly take all lawful and commercially reasonable action to call, give notice of, 
convene and hold a meeting of its stockholders on a date as soon as reasonably 
practicable after the S-4 Registration Statement is declared effective (the “Company 
Stockholders Meeting”) for the purpose of obtaining the Company Stockholder Approval 
with respect to the adoption of this Agreement and shall take all lawful and commercially 
reasonable action to solicit the adoption of this Agreement by the Company Stockholder 
Approval; and the Board of Directors of the Company shall recommend adoption of this 
Agreement by the stockholders of the Company to the effect as set forth in Section 3.4(b) 
(the “Company Recommendation”), and shall not withdraw, modify or qualify (a 
“Change”) in any manner adverse to Parent such recommendation or make any statement 
in connection with the Company Stockholders Meeting inconsistent with such 
recommendation including, without limitation, approving or recommending a third party 
Takeover Proposal with respect to the Company or failing to recommend the adoption of 
this Agreement (collectively, a “Change in the Company Recommendation”); provided 
that the Board of Directors of the Company may make a Change in the Company 
Recommendation pursuant to Section 6.5(c). 

Section 6.3 Access to Information; Confidentiality. Upon reasonable notice, 
the Company shall, and shall cause the Company Subsidiaries to, afford to the officers, 
directors, employees, accountants, counsel, financial advisors, consultants, financing 
sources and other advisors or representatives (collectively, “Representatives”) of Parent 
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access during normal business hours to all of the Company’s and its Subsidiaries’ 
properties, books, records, contracts, commitments and personnel and shall furnish, and 
shall cause to be furnished, as promptly as practicable to Parent (aJ a copy of each report, 
schedule and other document filed, furnished, published, announced or received by it 
during such period pursuant to the requirements of federal or state securities laws or a 
Governmental Entity, and (bJ all other information as Parent may reasonably request; 
provided that the Company may restrict the foregoing access to the extent required by 
applicable Law and provided, further, that the foregoing shall not require the Company to 
permit any inspection, or to disclose any information, that in the reasonable judgment of 
the Company would result in the disclosure of any trade secrets of third parties or violate 
any of its obligations with respect to confidentiality if the Company shall have used 
reasonable best efforts to obtain the consent of such third party to such inspection or 
disclosure. In addition, the Company shall use best efforts to furnish, within twelve 
weeks of the date hereof, to Parent the items listed on Section 6.3 of the Company 
Disclosure Letter. The Company shall (1) keep Parent reasonably informed from time to 
time as to status and developments regarding any audit, investigation, claim, suit or other 
proceeding with respect to Taxes and provide to Parent, when available and prior to 
filing, drafts of any U.S. federal, U.K., French and German income Tax Returns relating 
to the Company or any Company Subsidiary. All information furnished pursuant to this 
Section 6.3 shall be subject to the confidentiality agreement, dated as of September 10, 
2004, between the Company and Parent (the “Confidentiality Agreement”). No 
investigation pursuant to this Section 6.3 shall affect the representations, warranties or 
conditions to the obligations of the parties contained herein. 

Section 6.4 Commercially Reasonable Efforts. 

(a) Subject to the terms and conditions of this Agreement, each of the 
Company and Parent will use its commercially reasonable efforts to take, or cause to be 
taken, all actions and to do, or cause to be done, all things necessary, proper or advisable 
under this Agreement and applicable Laws and regulations to consummate the Merger 
and the other transactions contemplated by this Agreement in the most expeditious 
manner practicable after the date of this Agreement, including (IJ preparing and filing as 
promptly as practicable all documentation to effect all necessary applications, notices, 
petitions, filings and other documents and to obtain as promptly as practicable all 
consents, clearances, waivers, licenses, orders, registrations, approvals, permits and 
authorizations necessary or advisable to be obtained from any third party and/or any 
Governmental Entity in order to consummate the Merger or any of the other transactions 
contemplated by this Agreement and (ir) taking all reasonable steps as may be necessary 
to obtain all such material consents, clearances, waivers, licenses, registrations, permits, 
authorizations, orders and approvals. In furtherance and not in limitation of the 
foregoing, each of the Company and Parent agrees to make an appropriate filing of a 
Notification and Report Form pursuant to the HSR Act and any other Regulatory Law (as 
defined below) with respect to the transactions contemplated hereby as promptly as 
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practicable after the date of this Agreement and to supply as promptly as practicable any 
additional information and documentary material that may be requested pursuant to the 
HSR Act and any other Regulatory Law and use commercially reasonable efforts to cause 
the expiration or termination of the applicable waiting periods under the HSR Act in the 
most expeditious manner practicable. 

(b) To the extent permissible under applicable Law or any rule, 
regulation or restriction of a Governmental Entity, each of the Company and Parent shall, 
in connection with the efforts referenced above to obtain all requisite material approvals, 
clearances and authorizations for the transactions contemplated by this Agreement under 
the HSR Act or any other Regulatory Law, use its commercially reasonable efforts to 
(1> cooperate in all respects with each other in connection with any filing or submission 
and in connection with any investigation or other inquiry, including any proceeding 
initiated by a private party, (n) promptly inform the other party of any communication 
received by such party from, or given by such party to, the Antitrust Division of the 
Department of Justice (the “m’), the Federal Trade Commission (the “my) or any 
other Governmental Entity and of any material communication received or given in 
connection with any proceeding by a private party, in each case regarding any of the 
transactions contemplated hereby, (nl) permit the other party, or the other party’s legal 
counsel, to review any communication given by it to, and consult with each other in 
advance of any meeting or conference with, the DOJ, the FTC or any such other 
Governmental Entity or, in connection with any proceeding by a private party, with any 
other Person and (1v) to the extent permitted by such Governmental Entity or other 
Person, give the other party the opportunity to attend and participate in such meetings and 
conferences. For purposes of this Agreement, “Regulatory Law” means the 
Communications Act of 1934, as amended, and the rules and regulations thereunder, the 
laws, rules, regulations and orders of the state public service or public utility 
commissions, or similar state regulatory bodies regulating telecommunications businesses 
or the use of radio spectrum, Sherman Act, as amended, the Clayton Act, as amended, the 
HSR Act, as amended, the Federal Trade Commission Act, as amended, and all other 
Federal, state and foreign, if any, statutes, rules, regulations, orders, decrees, 
administrative and judicial doctrines and other Laws that are designed or intended to 
prohibit, restrict or regulate actions having the purpose or effect of monopolization or 
restraint of trade or lessening of competition. 

(c) To the extent permissible under applicable Law or any rule, 
regulation or restriction of a Governmental Entity, each of the Company and Parent shall, 
in connection with the efforts referenced above, obtain all requisite material approvals, 
clearances and authorizations for the transactions contemplated by this Agreement and 
will use its commercially reasonable efforts to (iJ cooperate in all respects with each other 
in connection with any filing or submission and in connection with any investigation or 
other inquiry and (n) promptly inform the other party of any communication received by 
such party from, or given by such party to, the Governmental Entities regulating 
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competition and telecommunications businesses or the use of radio spectrum or 
regulating or limiting investment and State agencies or departments or local governments 
that have issued competitive access provider or other telecommunications franchises or 
any other similar authorizations. 

(d) If any objections are asserted with respect to the transactions 
contemplated hereby under any Regulatory Law or if any suit is instituted by any 
Governmental Entity or any private party challenging any of the transactions 
contemplated hereby as violative of any Regulatory Law, each of the Company and the 
Parent shall use its commercially reasonable efforts (which for these purposes shall 
include taking Specified Efforts (as defined below)) to resolve any such objections or 
challenge as such Governmental Entity or private party may have to such transactions 
under such Regulatory Law so as to permit consummation of the transactions 
contemplated by this Agreement. 

(e) If necessary to obtain any consents, approvals, permits or 
authorizations or to remove any impediments to the Merger or the transactions 
contemplated hereby relating to any Regulatory Law or to avoid the entry of, or to effect 
the dissolution of, any injunction, temporary restraining order or other order in any suit or 
proceeding relating to Regulatory Law, each of Parent and the Company shall cooperate 
with each other and take such lawful steps as shall be necessary or appropriate to secure 
such end (“Specified Efforts”); provided that neither Parent nor the Company shall be 
required to take any Specified Efforts to the extent that such Specified Efforts, 
individually or in the aggregate, would reasonably be expected to have a Specified 
Material Adverse Effect. “Specified Material Adverse Effect” means a Company 
Material Adverse Effect or a Parent Material Adverse Effect following the Effective 
Time (provided, however, that for purposes of determining whether any adverse effect 
upon Parent constitutes a Parent Material Adverse Effect for purposes of this definition of 
Specified Material Adverse Effect, Parent and its Subsidiaries, taken as a whole, shall be 
deemed to be a consolidated group of entities of the size and scale of the Company and 
its Subsidiaries, taken as a whole). 

Section 6.5 No Solicitation. 

(a) The Company shall not, nor shall it authorize or permit any of the 
Company Subsidiaries to, and the Company shall use its commercially reasonable efforts 
to cause its and its Subsidiaries’ respective Representatives not to, directly or indirectly 
(1) initiate or solicit or knowingly facilitate or encourage any inquiry or the making of any 
proposal that constitutes a Takeover Proposal (as defined in Section 6.5(e)), (n) enter into 
any letter of intent, memorandum of understanding, merger agreement or other 
agreement, arrangement or understanding relating to any Takeover Proposal, or 
(lil) continue or otherwise participate in any discussions or negotiations regarding, 
furnish to any Person any information or data with respect to, or otherwise cooperate with 
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or take any other action to facilitate any proposal that (A) constitutes any Takeover 
Proposal or (B) requires the Company to abandon, terminate or fail to consummate the 
Merger or any other transactions contemplated by this Agreement. Notwithstanding the 
foregoing, prior to the receipt of the Company Stockholder Approval, the Company may, 
in response to a bonafide written Takeover Proposal that was unsolicited and did not 
otherwise result from a breach of this Section 6.5(a), and subject to compliance with 
Section 6.5(c): 

(x) furnish information with respect to the Company and the Company 
Subsidiaries to the Person making such Takeover Proposal and its Representatives 
pursuant to and in accordance with a confidentiality agreement containing terms 
and conditions no less restrictive than those contained in the Confidentiality 
Agreement, provided that such confidentiality agreement shall not be required to 
contain standstill provisions and shall not contain any provisions that would 
prevent the Company from complying with its obligation to provide the required 
disclosure to Parent pursuant to Section 6.5(b), and provided further that all such 
information provided to such Person has previously been provided to Parent or is 
provided to Parent prior to or concurrently with the time it is provided to such 
Person; and 

(y) participate in discussions or negotiations with such Person or its 
Representatives regarding such Takeover Proposal; 

provided, in each case, that the Board of Directors of the Company determines in good 
faith after consultation with its outside legal counsel and a financial advisor of nationally 
recognized reputation, that (1) the failure to furnish such information or participate in 
such discussions or negotiations could be reasonably expected to result in a breach of its 
fiduciary duties to the stockholders of the Company under applicable Law and (il) such 
Takeover Proposal could reasonably be expected to lead to a Superior Proposal (as 
defined in Section 6.5(e)). The Company shall (A) immediately cease and cause to be 
terminated any existing activities, discussions or negotiations with any Persons or their 
Representatives conducted prior to the date of this Agreement with respect to any 
Takeover Proposal and will request the prompt return of any confidential information 
previously furnished to such Persons in connection therewith, and (B) use its 
commercially reasonable efforts promptly to inform its Representatives of the obligations 
undertaken in this Section 6.5. Without limiting the foregoing, any violation of the 
restrictions set forth in this Section 6.5 by any Representative of the Company or any of 
its Subsidiaries shall be deemed to be a breach of this Section 6.5 by the Company. 
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(b) As promptly as practicable after the receipt by the Company of any 
Takeover Proposal or any inquiry with respect to, or that could reasonably be expected to 
lead to, any Takeover Proposal, and in any case within 24 hours after the receipt thereof, 
the Company shall provide oral and written notice to Parent of (1) such Takeover 
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Proposal or inquiry, &I) the identity of the Person making any such Takeover Proposal or 
inquiry, and (111) the material terms and conditions of any such Takeover Proposal or 
inquiry (including any amendments or modifications thereto). The Company shall keep 
Parent fully informed on a current basis of the status of any such Takeover Proposal, 
including, without limitation, any changes to the terms and conditions thereof, and 
promptly provide Parent with copies of all Takeover Proposals (and modifications 
thereof) and related agreements, draft agreements and modifications thereof. 

(c) Neither the Board of Directors of the Company nor any committee 
thereof shall, directly or indirectly, (iJ effect a Change in the Company Recommendation 
or (11) approve any letter of intent, memorandum of understanding, merger agreement or 
other agreement, arrangement or understanding relating to any Takeover Proposal. 
Notwithstanding the foregoing, at any time prior to the Company Stockholder Approval, 
the Board of Directors of the Company may, in response to a Superior Proposal or an 
Intervening Event, effect a Change in the Company Recommendation, provided that the 
Board of Directors of the Company determines in good faith, after consultation with its 
outside legal counsel and a financial advisor of nationally recognized reputation, that the 
failure to do so would be reasonably expected to result in a breach of its fiduciary duties 
to the stockholders of the Company under applicable Law, and provided, further, that the 
Board of Directors of the Company may not effect such a Change in the Company 
Recommendation unless (r) the Board of Directors shall have first provided prior written 
notice to Parent that it is prepared to effect a Change in the Company Recommendation 
in response to a Superior Proposal or an Intervening Event, which notice shall, in the case 
of a Superior Proposal, attach the most current version of any written agreement relating 
to the transaction that constitutes such Superior Proposal, and, in the case of an 
Intervening Event, attach information describing such Intervening Event in reasonable 
detail, and (li) Parent does not make, within five Business Days after the receipt of such 
notice (or, in the event of a Takeover Proposal that has been materially revised or 
modified, within two Business Days of such modification, if later), a proposal that the 
Board of Directors determines in good faith, after consultation with a financial advisor of 
nationally recognized reputation, is at least as favorable to the stockholders of the 
Company as such Superior Proposal or obviates the need for a Change in the Company 
Recommendation as a result of the Intervening Event, as the case may be. The Company 
agrees that, during the five Business Day period prior to its effecting a Change in the 
Company Recommendation, the Company and its Representatives shall negotiate in good 
faith with Parent and its Representatives regarding any revisions to the terms of the 
transaction contemplated by this Agreement proposed by Parent. Notwithstanding any 
Change in the Company Recommendation as a result of an Intervening Event, Parent 
shall have the option, exercisable within five Business Days after such Change in the 
Company Recommendation, to cause the Board of Directors to submit this Agreement to 
the stockholders of the Company for the purpose of adopting this Agreement and 
approving the Merger. If Parent exercises such option, Parent shall not be entitled to 
terminate this Agreement pursuant to Section S-l(c)(iii). If Parent fails to exercise such 
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option, the Company may terminate this Agreement pursuant to and in accordance with 
Section S.l(d)(ii). 

(d) Nothing contained in this Section 6.5 shall prohibit the Company 
from complying with Rule 14d-9 and Rule 14e-2 promulgated under the Exchange Act in 
respect of any Takeover Proposal or making any disclosure to the stockholders of the 
Company if the Board of Directors determines in good faith, after consultation with its 
outside counsel, that the failure to make such disclosure could be reasonably expected to 
result in a of breach its fiduciary duties to the stockholders of the Company under 
applicable Law, provided, however that neither the Board of Directors of the Company 
nor any committee thereof shall, except as expressly permitted by Section 6.5(c), effect a 
Change in Company Recommendation or approve or recommend, or publicly propose to 
approve or recommend, a Takeover Proposal. 

(e) For purposes of this Agreement: 

“Intervening Event” shall mean an event, unknown to the Board of Directors of 
the Company as of the date hereof, which becomes known prior to the Company 
Stockholder Approval and which causes the Board of Directors to conclude in good faith, 
after consultation with its outside legal counsel and a financial advisor of nationally 
recognized reputation, that its failure to effect a Change in the Company 
Recommendation would be reasonably likely to result in a breach of its fiduciary duties 
to the stockholders of the Company under applicable Law. 

“Takeover Proposal” means any proposal or offer in respect of 0 a merger, 
consolidation, business combination, share exchange, reorganization, recapitalization, 
liquidation, dissolution, or similar transaction involving (xJ the Company or (yj any of 
the Company Subsidiaries which represent, individually or in the aggregate, 15% or more 
of the Company’s consolidated assets (any of the foregoing, a “Business Combination 
Transaction”) with any Person other than Parent, Merger Sub or any Affiliate thereof (a 
‘Third Party”) in which such Third Party or the shareholders of the Third Party 
immediately prior to consummation of such Business Combination Transaction will own 
more than 15% of the Company’s outstanding capital stock immediately following such 
Business Combination Transaction, including the issuance by the Company of more than 
15% of any class of its voting equity securities as consideration for assets or securities of 
a Third Party, or (li) any direct or indirect acquisition, whether by tender or exchange 
offer or otherwise, by any Third Party of 15% or more of any class of capital stock of the 
Company or of 15% or more of the consolidated assets of the Company and the Company 
Subsidiaries, in a single transaction or a series of related transactions. 
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“Superior Proposal” means any bonafide written proposal or offer made by a 
Third Party in respect of a Business Combination Transaction involving, or any 
transaction involving the purchase or acquisition of, 0 all or substantially all of the 
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voting power of the Company’s capital stock or (11) all or substantially all of the 
consolidated assets of the Company and the Company Subsidiaries, which transaction the 
Board of Directors determines in good faith, after consultation with its outside counsel 
and a financial advisor of nationally recognized reputation, @ would be, if 
consummated, more favorable to the stockholders of the Company than the Merger and 
the Special Cash Dividend, taking into account all of the terms and conditions of such 
proposal and of this Agreement (including any proposal by Parent to amend the terms of 
this Agreement) as well as any other factors deemed relevant by the Board of Directors, 
and 0 is reasonably capable of being consummated on the terms so proposed, taking 
into account all financial, regulatory, legal and other aspects of such proposal. 

Section 6.6 Employee Matters. 

(a) Until the first anniversary of the Effective Time (the “Benefits 
Continuation Period’), the Surviving Entity shall pay or cause to be paid to each 
employee of the Company and the Company Subsidiaries who continues as an employee 
of the Company, the Company Subsidiaries or the Surviving Entity during the Benefits 
Continuation Period (the “Continuing Employees”) a base salary at a rate not less than 
the rate of such base salary in effect at the Effective Time. During the Benefits 
Continuation Period, the Surviving Entity shall provide or cause to be provided an 
incentive compensation opportunity not less than the incentive compensation opportunity 
in effect at the Effective Time. The Surviving Entity shall also provide or cause to be 
provided to any Continuing Employee during the Benefits Continuation Period medical 
benefits and other welfare benefit plans, programs and arrangements (1) that are 
substantially comparable to those provided under the Company Benefit Plans as in effect 
at the Effective Time; 0 which are substantially comparable to those provided to 
management employees of the Parent or its Subsidiaries; or (nl) any combination of the 
foregoing; provided that (x) with respect to Continuing Employees who are subject to 
collective bargaining or employment agreements (including change in control 
agreements), compensation, benefits and payments shall be provided in accordance with 
such agreements, and the Surviving Entity expressly assumes such collective bargaining 
or employment agreements (including change in control agreements) and 0 during the 
Benefits Continuation Period, the Surviving Entity shall pay, subject to such terms and 
conditions as it shall establish, any such Continuing Employee whose employment is 
involuntarily terminated by the Parent, the Surviving Entity or any of their Subsidiaries 
without cause an amount of severance pay in cash equal to the amount of cash severance 
pay that would have been payable to such Continuing Employee under the terms of the 
severance plan maintained by the Company and its Subsidiaries and applicable to such 
Continuing Employee immediately prior to the date of this Agreement. The foregoing 
provisions of this Section 6.6 shall not be construed or interpreted to restrict in any way 
the Surviving Entity’s or Parent’s ability to amend, modify or terminate any Company 
Benefit Plan (including, without limitation, to change the entities who administer such 
Company Benefit Plans, or the manner in which such Company Benefits Plans are 
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administered) to the extent not inconsistent with such foregoing restrictions or any other 
plan made available to the Continuing Employees or to terminate any person’s 
employment at any time or for any reason. 

(b) The Surviving Entity shall (IJ waive any applicable pre-existing 
condition exclusions and waiting periods with respect to participation and coverage 
requirements in any replacement or successor welfare benefit plan of the Surviving Entity 
that an employee of the Company or any of the Company Subsidiaries is eligible to 
participate in following the Effective Time to the extent such exclusions or waiting 
periods were inapplicable to, or had been satisfied by, such employee immediately prior 
to the Effective Time under the relevant Company Benefit Plan in which such employee 
participated, (11) provide each such employee with credit for any co-payments and 
deductible paid prior to the Effective Time (to the same extent such credit was given 
under the analogous Company Benefit Plan prior to the Effective Time) in satisfying any 
applicable deductible or out-of-pocket requirements and (ni) to the extent that any 
Continuing Employee is allowed to participate in any employee benefit plan of the 
Parent, the Surviving Entity or any of their Subsidiaries following the Effective Time, 
cause such plan to recognize the service of such Continuing Employee with the Company 
and the Company Subsidiaries prior to the Effective Time for purposes of eligibility to 
participate, vesting and benefit accrual (but not for benefit accrual under any defined 
benefit, retiree welfare or similar plan) to the same extent such service was recognized by 
the Company and the Company Subsidiaries under any similar Company Benefit Plan in 
which such Continuing Employee participated immediately prior to the Effective Time; 
provided that the foregoing shall not apply to the extent it would result in any duplication 
of benefits for the same period of service. 

(c) With respect to matters described in this Section 6.6, the Company 
will consult with Parent (and consider in good faith the advice of Parent) prior to sending 
any written notices or other communication materials (including, without limitation, any 
postings to any website) to its employees or former employees of the Company or any 
Company Subsidiary. Prior to the Effective Time, the Company shall provide Parent 
with reasonable access to such employees or former employees for purposes of Parent 
providing notices or other communication materials regarding Parent compensation and 
benefit plans and the matters described in this Section 6.6; provided that such notices or 
other communication materials are approved in advance by the Company, which approval 
shall not be unreasonably withheld. 
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(d) The Company and each of its Subsidiaries shall (iJ provide any and 
all notices to, (11) make any and all filings or registrations with, and (111) obtain any and 
all consents or approvals of, any labor organization, works council or any similar entity, 
council or organization, required to be made or obtained in connection with this 
Agreement or the consummation of the transactions contemplated hereby. 
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(e) The Parent shall prepare and file with the SEC a registration 
statement on an appropriate form, or a post-effective amendment to a registration 
statement previously filed under the Securities Act, with respect to the shares of Parent 
Common Stock subject to any Other Company Equity-Based Award and, where 
applicable, shall use its reasonable best efforts to have such registration statement 
declared effective as soon as practicable following the Effective Time and to maintain the 
effectiveness of such registration statement covering such Other Company Equity-Based 
Award (and to maintain the current status of the prospectus contained therein) for so long 
as such Other Company Equity-Based Award remains outstanding. With respect to those 
individuals, if any, who, subsequent to the Effective Time, will be subject to the reporting 
requirements under Section 16 of the Exchange Act, where applicable, the Parent shall 
use all reasonable efforts to administer any applicable Company Stock Plan in a manner 
that complies with Rule 16b-3 under the Exchange Act to the extent such Company Stock 
Plan complied with such rule prior to the Effective Time. 

Section 6.7 Fees and Expenses. Subject to Section 8.3, whether or not the 
Merger is consummated, all Expenses incurred in connection with this Agreement and 
the transactions contemplated hereby shall be paid by the party incurring such Expenses. 
As used in this Agreement, “Expenses” includes all out-of-pocket expenses (including, 
without limitation, all fees and expenses of counsel, accountants, investment bankers, 
experts and consultants to a party hereto and its Affiliates) incurred by a party or on its 
behalf in connection with or related to the authorization, preparation, negotiation, 
execution and performance of this Agreement and the transactions contemplated hereby, 
including the preparation, printing, filing and mailing, as the case may be, of the Proxy 
StatementProspectus and the Form 5-4 and any amendments or supplements thereto, and 
the solicitation of the Company Stockholder Approval and all other matters related to the 
transactions contemplated hereby. 

Section 6.8 Directors’ and Officers’ Indemnification and Insurance. 

(a) From and after the Effective Time the Surviving Entity shall, and 
Parent shall cause the Surviving Entity to, (1) indemnify and hold harmless, against any 
costs or expenses (including attorney’s fees), judgments, fines, losses, claims, damages or 
liabilities incurred in connection with any claim, action, suit, proceeding or investigation, 
whether civil, criminal, administrative or investigative, and provide advancement of 
expenses to, all past and present directors, officers and employees of the Company and 
the Company Subsidiaries (in all of their capacities) (A) to the same extent such persons 
are indemnified or have the right to advancement of expenses as of the date of this 
Agreement by the Company pursuant to the Company’s Constituent Documents and 
indemnification agreements, if any, in existence on the date hereof with any directors, 
officers and employees of the Company and the Company Subsidiaries and (B) without 
limitation to clause (A), to the fullest extent permitted by Law, (n) include and cause to 
be maintained in effect in the Surviving Entity’s (or any successor’s) certificate of 
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incorporation and bylaws, the current provisions regarding elimination of liability of 
directors, indemnification of officers, directors and employees and advancement of 
expenses contained in the Company’s Constituent Documents and (nl) cause to be 
maintained for a period of six years after the Effective Time the current policies of 
directors’ and officers’ liability insurance and fiduciary liability insurance (“D & 0 
Insurance”) maintained by the Company (provided that the Surviving Entity (or any 
successor) may substitute therefor policies of at least the same coverage and amounts 
containing terms and conditions which are, in the aggregate, no less advantageous to the 
insured) with respect to claims arising from facts or events that occurred on or before the 
Effective Time (including for acts or omissions occurring in connection with the approval 
of this Agreement and the consummation of the transactions contemplated hereby); and 
provided, further, that in no event shall the Surviving Entity be required to expend in any 
one year more than 200% of the current annual premium expended by the Company and 
the Company Subsidiaries to maintain or procure such D & 0 Insurance immediately 
prior to the Effective Time (such 200% amount, the “Maximum Annual Premium”); 
provided, further, that if the annual premiums of such insurance coverage exceed such 
amount, the Surviving Entity shall be obligated to obtain a policy with the greatest 
coverage available for a cost not exceeding the Maximum Annual Premium. In addition, 
the Company may purchase a six-year “tail” prepaid policy prior to the Effective Time on 
terms and conditions no less advantageous to the insured than the existing D & 0 
Insurance maintained by the Company; provided, that the amount paid by the Company 
shall not exceed six times the Maximum Annual Premium. If such “tail” prepaid policy 
has been obtained by the Company prior to the Closing, (IJ the Surviving Entity shall not 
be obligated to maintain D & 0 Insurance as described above, and 0 the Surviving 
Entity shall, and Parent shall cause the Surviving Entity to, maintain such “tail” policy in 
full force and effect, for its full term, and continue to honor their respective obligations 
thereunder. The obligations of the Surviving Entity under this Section 6.8 shall not be 
terminated or modified in such a manner as to adversely affect any indemnitee to whom 
this Section 6.8 applies without the consent of such affected indemnitee (it being 
expressly agreed that the indemnitees to whom this Section 6.8 applies shall be third 
party beneficiaries of this Section 6.8). 

(b) If the Surviving Entity or any of its successors or assigns (1> shall 
consolidate with or merge into any other corporation or entity and shall not be the 
continuing or Surviving Entity or entity of such consolidation or merger or 0 shall 
transfer all or substantially all of its properties and assets to any individual, corporation or 
other entity, then, and in each such case, proper provisions shall be made so that the 
successors and assigns of the Surviving Entity shall assume all of the obligations set forth 
in this Section 6.8. 

Section 6.9 Public Announcements. Parent and the Company shall develop a 
joint communications plan and each party shall (1) ensure that all press releases and other 
public statements or communications with respect to the transactions contemplated 
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hereby shall be consistent with such joint communications plan and (11) unless otherwise 
required by applicable law or by obligations pursuant to any listing agreement with or 
rules of any securities exchange, consult with each other before issuing any press release 
or, to the extent practical, otherwise making any public statement or communication with 
respect to this Agreement or the transactions contemplated hereby. In addition to the 
foregoing, except to the extent disclosed in or consistent with the Proxy 
Statemenflrospectus in accordance with the provisions of Section 6.1, neither Parent nor 
the Company shall issue any press release or otherwise make any public statement or 
disclosure concerning the other party or the other party’s business, financial condition or 
results of operations without the consent of the other party, which consent shall not be 
unreasonably withheld or delayed. 

Section 6.10 Notification of Certain Matters. The Company shall use its 
commercially reasonable efforts to give prompt notice to Parent, and Parent shall use its 
commercially reasonable efforts to give prompt notice to Company, to the extent that 
either acquires actual knowledge of (1> the occurrence or non-occurrence of any event the 
occurrence or non-occurrence of which would be reasonably likely to cause any 
representation or warranty contained in this Agreement to be untrue or inaccurate as of 
the date hereof or as of the Closing Date and (11) any failure of Parent, Merger Sub or the 
Company, as the case may be, to comply with or satisfy any covenant, condition or 
agreement to be complied with or satisfied by it hereunder, provided, however, that the 
delivery of any notice pursuant to this Section 6.10 shall not limit or otherwise affect the 
remedies available hereunder to the party receiving such notice. 

Section 6.1 1 Accountant’s Letters. 

(a) Parent shall use its commercially reasonable efforts to cause to be 
delivered to the Company two letters from Parent’s independent public accountants, one 
dated approximately the date on which the Form S-4 shall become effective and one 
dated the Closing Date, each addressed to Parent and the Company, in form reasonably 
satisfactory to the Company and customary in scope for comfort letters delivered by 
independent public accountants in connection with registration statements similar to the 
Form 5-4. 

(b) The Company shall use its commercially reasonable efforts to 
cause to be delivered to Parent two letters from the Company’s independent public 
accountants, one dated approximately the date on which the Form S-4 shall become 
effective and one dated the Closing Date, each addressed to the Company and Parent, in 
form reasonably satisfactory to Parent and customary in scope for comfort letters 
delivered by independent public accountants in connection with registration statements 
similar to the Form S-4. 
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Section 6.12 Listing of Shares of Parent Common Stock. Parent shall use its 
commercially reasonable efforts to cause the shares of Parent Common Stock to be issued 
in the Merger to be approved for listing on the NYSE, subject to official notice of 
issuance, prior to the Closing Date. 

Section 6.13 Affiliates. Not later than 45 days prior to the Effective Time, the 
Company shall deliver to Parent a letter identifying all persons who, in the judgment of 
the Company, may be deemed at the time this Agreement is submitted to the stockholders 
of the Company for the Company Stockholder Approval, “affiliates” of the Company for 
purposes of Rule 145 under the Securities Act and applicable SEC rules and regulations, 
and such list shall be updated as necessary to reflect changes from the date thereof. The 
Company shall use commercially reasonable efforts to cause each person identified on 
such list to deliver to Parent not less than 30 days prior to the Effective Time, a written 
agreement substantially in the form attached as Exhibit A hereto (an “Affiliate 
Agreement”). Parent will give stop transfer instructions to its transfer agent with respect 
to any Parent Common Stock received pursuant to the Merger by any stockholder of the 
Company who may reasonably be deemed to be an affiliate of the Company for purposes 
of Rule 145 under the Securities Act and there will be placed on the certificates 
representing such Parent Common Stock, or any substitutions therefor, a legend stating in 
substance that the shares were issued in a transaction to which Rule 145 under the 
Securities Act applies and may only be transferred (1) in conformity with Rule 145 or 
(~IJ in accordance with a written opinion of counsel, reasonably acceptable to Parent in 
form and substance, that such transfer is exempt from registration under the Securities 
Act. 
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Section 6.14 State Takeover Laws. If any “fair price,” “business combination” 
or “control share acquisition” statute or other similar statute or regulation is or shall 
become applicable to the transactions contemplated hereby, Parent, the Company and 
their respective Boards of Directors shall use all reasonable efforts to grant such 
approvals and take such actions as are necessary so that the transactions contemplated 
hereby may be consummated as promptly as practicable on the terms contemplated 
hereby and shall otherwise act to minimize the effects of any such statute or regulation on 
the transactions contemplated hereby. 

Section 6.15 Stockholder Litigation. The Company shall give Parent the 
opportunity to participate in the defense or settlement of any stockholder litigation 
against the Company andor its directors relating to the transactions contemplated by this 
Agreement. The Company agrees that it shall not settle or offer to settle any litigation 
commenced on or after the date hereof against the Company or any of its directors or 
executive officers by any stockholder of the Company relating to this Agreement, the 
Merger, any other transaction contemplated hereby or otherwise, without the prior written 
consent of Parent. 



Section 6.16 Special Cash Dividend. Following the date of adoption of this 
Agreement by the holders of Company Common Stock constituting the Company 
Stockholder Approval and prior to the Effective Time, the Company will, unless 
prohibited by applicable law or covenants in instruments of Indebtedness existing as of 
the date hereof, declare and pay a special cash dividend per share of Company Common 
Stock equal to (1) $4.10 minus (11) the per share amount of any dividend declared by the 
Company during the period beginning on the date of this Agreement and ending on the 
Closing Date, excluding, for the avoidance of doubt, the $0.40 per share cash dividend 
approved by the Board on February 11,2005 (the “Special Cash Dividend”). It is the 
expectation of the parties that such Special Cash Dividend will be paid as soon as 
practicable following the date the Company Stockholder Approval is obtained. 

Section 6.17 Bankruptcy Court Order. The Company will use its reasonable 
efforts to obtain an order in form and in substance satisfactory to Parent, issued by the 
United States Bankruptcy Court for the Southern District of New York providing that 
following the Effective Time of the Merger, the Surviving Entity may issue shares of 
Parent Common Stock in lieu of shares of Company Common Stock to which certain 
general unsecured creditors would have been entitled prior to the Effective Time in 
satisfaction of their claims pursuant to the Debtors’ Modified Second Amended Joint 
Plan of Reorganization dated October 21,2003 (the “Bankruptcy Court Order”). In 
addition, the parties will cooperate with regard to the possibility of seeking an order to 
the effect that such shares of Parent Common Stock will be exempt from registration 
under the Securities Act pursuant to Section 114S(a) of the Bankruptcy Code. 

Section 6.18 Settlement of Bankruptcy Claims. The Company will not settle 
any Bankruptcy Claims or any matter directly arising out of the Bankruptcy Claims for a 
plan-affected amount of cash in excess of $lS,OOO,OOO without first providing Parent with 
written notification setting forth the terms of such settlement. Such notification shall be 
delivered to Parent no less than three Business Days prior to the settlement date. Parent 
shall have an opportunity to comment on the terms of such settlement and the Company 
will consider Parent’s comments in good faith. The Company shall provide Parent 
regular updates about the status of the Bankruptcy Claims in the format produced by 
Huron (or any replacement system used by the Company after the date hereof), which 
updates shall be provided no less often than monthly. 

Section 6.19 No Amendment of Plan of Reorganization. Unless required by 
Law, the Company shall not take any action to amend or modify the Plan of 
Reorganization of WorldCom, Inc. and certain of its Subsidiaries under Chapter 11 of the 
Bankruptcy Code, confirmed by the United States Bankruptcy Court for the Southern 
District of New York on October 3 1,2003 and consummated on April 20,2004. 

Section 6.20 Restoring Trust. The Company has, since November, 2002, had 
the oversight of a Corporate Monitor, pursuant to a permanent injunction entered by the 
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United States District Court for the Southern District of New York against the 
Company’s predecessor company on November 26,2002. As part of his oversight, the 
Corporate Monitor developed corporate governance principles and processes entitled 
Restoring Trust, which guided the Company’s predecessor company and the Company 
through the present, and the Company has fully complied with Restoring Trust. The 
Company will use its reasonable best efforts to obtain an Order, satisfactory to Parent, 
from the United States District Court for the Southern District of New York (the 
“Corporate Monitor Order”), (1) confirming the successful conclusion of the efforts of the 
Corporate Monitor, (11) concluding that the function of the Corporate Monitor is no 
longer necessary, (ln) relieving the Company from the oversight of the Corporate 
Monitor, prior to or upon the Effective Time, (1v) acknowledging that Parent and its 
Subsidiaries, including the Surviving Entity, will not be subject to Restoring Trust or any 
related or similar governance restrictions and (vJ making such changes to the permanent 
injunctions entered by such Court as shall be necessary to effectuate the foregoing. In 
addition, the Company will use its reasonable best efforts to have such permanent 
injunctions dissolved. 

Section 6.21 Network Facility Maintenance and Compliance. The Company 
and the Company Subsidiaries will maintain or cause Owned Network Facilities and 
Leased Network Facilities, taken as a whole, to be maintained in Good Condition and 
compliance with standard industry practice through the Closing Date. 

n 

Section 6.22 Section 16 of the Exchange Act. Prior to the Effective Time, each 
of Parent and the Company shall take all such steps as may be required to cause any 
dispositions of Company Common Stock (including derivative securities with respect to 
Company Common Stock) or acquisitions of Parent Common Stock (including derivative 
securities with respect to Parent Common Stock) resulting from the transactions 
contemplated by Article I or Article II of this Agreement by each individual who is 
subject to the reporting requirements of Section 16(a) of the Exchange Act, to be exempt 
under Rule 16b-3 promulgated under the Exchange Act, such steps to be taken in 
accordance with the guidance provided by the SEC. 

Section 6.23 Tax Treatment. Subject to Section 1.9, Parent and the Company 
and each of their respective Affiliates shall use their commercially reasonable efforts to 
cause the Merger to qualify as a reorganization within the meaning of Section 368(a) of 
the Code and to obtain the opinions of Debevoise & Plimpton LLP and Davis Polk & 
Wardwell referred to in Sections 7.4(a) and 7.4(b) of this Agreement, including by 
providing such customary representations as counsel may reasonably request in 
connection with such opinions. Notwithstanding the foregoing, nothing in this Section 
6.23 shall limit Parent in providing cash consideration where permitted or required by 
this Agreement, even if doing so would jeopardize qualification of the Merger as a 
reorganization. 
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ARTICLE VI1 

CONDITIONS PRECEDENT 

Section 7.1 Conditions to Each Party’s Obligation to Effect the Merger. The 
respective obligations of the Company, Parent and Merger Sub to effect the Merger are 
subject to the satisfaction or waiver on or prior to the Closing Date of the following 
conditions: 

(a) 
Company Stockholder Approval. 

Stockholder Approval. The Company shall have obtained the 

(b) NYSE Listing. The shares of Parent Common Stock to be issued 
in the Merger and such other shares to be reserved for issuance in connection with the 
Merger shall have been approved for listing on the NYSE, subject to official notice of 
issuance. 

(c) Regulatory Approval. (L) The waiting period (and any extension 
thereof) applicable to the Merger under the HSR Act shall have been terminated or shall 
have expired, any investigation opened by means of a second request for additional 
information or otherwise shall have been terminated or closed and no action shall have 
been instituted by the Department of Justice or the Federal Trade Commission 
challenging or seeking to enjoin the consummation of this transaction, which action shall 
not have been withdrawn or terminated, (uJ the authorization required to be obtained 
from the FCC for the consummation of the Merger shall have been obtained, (111) all 
approvals, if any, required to be obtained (A) with or from any state public service or 
public utility commissions or similar state regulatory bodies listed in Section 7.l(c) of the 
Company Disclosure Letter or (B) under any foreign antitrust, competition or similar 
Laws, in each case in connection with the consummation of the Merger and the 
transactions contemplated by this Agreement, shall have been obtained (except, in the 
case of clause (B), for any failures to obtain such approvals that would not, individually 
or in the aggregate, reasonably be expected to result in a Specified Material Adverse 
Effect) and (1v) all other notices, reports, filings, consents, registrations, approvals, 
permits or authorizations required to be made prior to the Effective Time by the 
Company or Parent or any of their respective Subsidiaries with, or obtained prior to the 
Effective Time by the Company or Parent or any of their respective Subsidiaries from, 
any Governmental Entity in connection with the execution and delivery of this 
Agreement and the consummation of the Merger and the other transactions contemplated 
hereby, the failure of which to make or obtain would, individually or in the aggregate, 
provide a reasonable basis to conclude that the Company or the Parent or their respective 
directors or officers would be subject to the risk of criminal liability, shall have been 
made or obtained. 
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(d) No Injunctions or Restraints, Illegality. No Laws shall have been 
adopted or promulgated, and no temporary restraining order, preliminary or permanent 
injunction or other order, judgment, decision, opinion or decree issued by a court or other 
Governmental Entity of competent jurisdiction having the effect of malung the Merger 
illegal or otherwise prohibiting consummation of the Merger, except by Governmental 
Entities outside the United States as would not, individually or in the aggregate, 
reasonably be expected to be material to Parent and which do not provide a reasonable 
basis to conclude that the Company, Parent or their respective directors or officers would 
be subject to the risk of criminal liability. 
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(e) Effectiveness of the Form S-4. The Form S-4 shall have been 
declared effective by the SEC under the Securities Act. No stop order suspending the 
effectiveness of the Form S-4 shall have been issued by the SEC and no proceedings for 
that purpose shall have been initiated or threatened by the SEC. 

(f) Determination of Specified Included Liabilities Amount. The 
Specified Included Liabilities Amount shall have been determined pursuant to Section 
1.10. 

Section 7.2 Conditions to Obligations of Parent and Merger Sub. The 
obligations of Parent and Merger Sub to effect the Merger are subject to the satisfaction 
of, or waiver by Parent, on or prior to the Closing Date of the following additional 
conditions: 

(a) Representations and Warranties. Each of the representations and 
warranties of the Company set forth in this Agreement, in each case, made as if none of 
such representations and warranties contained any qualifications or limitations as to 
“materiality” or Company Material Adverse Effect, shall be true and correct, in each 
case, as of the date of this Agreement and as of the Closing Date as though made on and 
as of the Closing Date (except to the extent in either case that such representations and 
warranties speak as of another date), except where the failure of such representations and 
warranties to be true and correct as so made does not have and is not, individually or in 
the aggregate, reasonably likely to have, a Company Material Adverse Effect, provided 
that the representations and warranties of the Company in Sections 3.3(a), (b), (d), and (e) 
(with respect to the Company only, and not the Company Subsidiaries) and 3.4 shall be 
true in all material respects. Parent shall have received a certificate of the chief executive 
officer or the chief financial officer of the Company to such effect. 

(b) Performance of Obligations of the Company. The Company shall 
have performed or complied in all material respects with all agreements and covenants 
required to be performed by it under this Agreement at or prior to the Closing Date and 
Parent shall have received a certificate of the chief executive officer or the chief financial 
officer of the Company to such effect. 
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(c) No Litigation. There shall be no pending suit, action or proceeding 
by any U.S. Governmental Entity, in each case that has a reasonable likelihood of 
success, (iJ challenging the acquisition by Parent or Merger Sub of any Company 
Common Stock, seeking to restrain or prohibit the consummation of the Merger or any 
other transaction or seeking to obtain from the Company, Parent or Merger Sub any 
damages that are material in relation to the Company and the Company Subsidiaries 
taken as a whole, 
Company, Parent or any of their respective Subsidiaries of any material portion of the 
business or assets of the Company, Parent or any of their respective Subsidiaries, or to 
compel the Company, Parent or any of their respective Subsidiaries to dispose of or hold 
separate any material portion of the business or assets of the Company, Parent or any of 
their respective Subsidiaries, as a result of the Merger or any other transaction, 
(ln) seeking to impose limitations on the ability of Parent to acquire or hold, or exercise 
full rights of ownership of, any shares of Company Common Stock, including the right to 
vote the Company Common Stock purchased by it on all matters properly presented to 
the stockholders of the Company, or (1v) seeking to prohibit Parent or any of its 
Subsidiaries from effectively controlling in any material respect the business or 
operations of the Company and the Company Subsidiaries. 

seeking to prohibit or limit the ownership or operation by the 

(d) Receipt of Bankruptcy Court Order. The United States Bankruptcy 
Court for the Southern District of New York shall have issued the Bankruptcy Court 
Order in form and substance reasonably satisfactory to Parent. 

(e) Corporate Monitor. The United States District Court for the 
Southern District of New York shall have issued the Corporate Monitor Order in form 
and substance reasonably satisfactory to Parent; and there shall have been no amendment 
after the date hereof to the permanent injunctions issued by such court adverse to Parent 
or its Subsidiaries. 

(f) No Material Change. From the period beginning on the date of 
this Agreement, there shall not have been any state of facts, event, change, effect, 
development, condition or occurrence that, individually or in the aggregate, has had or 
would reasonably be expected to have a Company Material Adverse Effect. 

(g) Renulatory Approval. The condition set forth in Section 7.1(c) 
shall have been satisfied on terms that, individually or in the aggregate, would not 
reasonably be expected to have a Specified Material Adverse Effect. 

Section 7.3 Conditions to Obligations of the Company. The obligations of the 
Company to effect the Merger are subject to the satisfaction of, or waiver by the 
Company, on or prior to the Closing Date of the following additional conditions: 
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(a) Representations and Warranties. Each of the representations and 
warranties of Parent and Merger Sub set forth in this Agreement, in each case, made as if 
none of such representations and warranties contained any qualification or limitation as to 
“materiality” or Parent Material Adverse Effect, shall be true and correct, in each case, as 
of the date of this Agreement and as of the Closing Date as though made on and as of the 
Closing Date (except to the extent in either case that such representations and warranties 
speak as of another date), except where the failure of such representations and warranties 
to be true and correct as so made does not have and is not, individually or in the 
aggregate, reasonably likely to have, a Parent Material Adverse Effect, provided that the 
representations and warranties of Parent and Merger Sub in Sections 4.2 (with respect to 
Parent only, and not the Subsidiaries of Parent) and 4.3 shall be true in all material 
respects. and the Company shall have received a certificate of the chief executive officer 
or the chief financial officer of Parent to such effect. 

(b) Performance of Obligations of Parent and Merger Sub. Parent and 
Merger Sub shall have performed or complied in all material respects with all agreements 
and covenants required to be performed by each of them under this Agreement at or prior 
to the Closing Date and the Company shall have received a certificate of the chief 
executive officer or the chief financial officer of Parent to such effect. 

(c) No Material ChanPe. From the period beginning on the date of 
this Agreement, there shall not have been any state of facts, event, change, effect, 
development, condition or occurrence that, individually or in the aggregate, has had or 
would reasonably be expected to have a Parent Material Adverse Effect. 

Section 7.4 Additional Conditions. The obligations of Parent and the 
Company to effect the Merger as a merger of the Company with and into Merger Sub are 
subject to the satisfaction of, or waiver by the appropriate party, on or prior to the Closing 
Date of the following additional conditions: 

(a) with respect to the obligations of Parent, that Parent shall have 
received the opinion of Debevoise & Plimpton LLP, counsel to Parent, dated the Closing 
Date, to the effect that the Merger will be treated for US. federal income tax purposes as 
a “reorganization” within the meaning of Section 368(a) of the Code, and that each of the 
Parent and the Company will be a party to that reorganization within the meaning of 
Section 368(b) of the Code; 

(b) with respect to the obligations of the Company, that the Company 
shall have received the opinion of Davis Polk & Wardwell, counsel to the Company, 
dated the Closing Date, to the effect that the Merger will be treated for U.S. federal 
income tax purposes as a “reorganization” within the meaning of Section 368(a) of the 
Code, and that each of the Parent and the Company will be a party to that reorganization 
within the meaning of Section 368(b) of the Code. 
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In the event either of the above conditions fails to be satisfied or waived by the 
appropriate party, the transactions contemplated hereby shall be effected in the form of 
the Alternative Merger as provided in Section 1.9. 

ARTICLE VI11 

TERMINATION AND AMENDMENT 

Section 8.1 Termination. This Agreement may be terminated and the 
transactions contemplated hereby may be abandoned at any time prior to the Effective 
Time, whether before or after receipt of the Company Stockholder Approval: 

(a) by mutual written consent of Parent and the Company; 

(b) by either Parent or the Company, if: 

(i) the Merger shall not have been consummated by February 14, 
2006, whether such date is before or after the date of the Company Stockholder 
Approval referred to in Section 7.l(a), (A) provided, that in the event that, as of 
February 14,2006, the conditions set forth in Section 7.l(c) or 7.2(g) have not 
been satisfied, the termination date may be extended from time to time by Parent 
or the Company by up to an aggregate of 180 days and (B) provided, further, that 
in the event that as of February 14,2006 (as such date may be extended pursuant 
to clause (A)), an agreement or resolution of any dispute regarding the adjustment 
for Specified Included Liabilities at the Closing pursuant to Section 1-10 has not 
been reached, the termination date may be extended from time to time by Parent 
or the Company by up to an aggregate of 120 days (such date, including any such 
permitted extensions thereof, the “Outside Date”) and provided, further, that the 
right to terminate the Agreement pursuant to this Section 8.l(b)(i) shall not be 
available to any party whose failure to perform any of its obligations under this 
Agreement primarily contributes to the failure of the Merger to be consummated 
by such time; 

(ii) any Governmental Entity of competent jurisdiction issues a final, 
non-appealable order, judgment, decision, opinion, decree or ruling, which 
prevents the fulfillment of the condition set forth in Section 7.l(d); or 

(iii) the Company Stockholder Approval shall not have been obtained 
at the Company Stockholders Meeting or any adjournment or postponement 
thereof; provided that the right to terminate the Agreement pursuant to this 
Section S.l(b)(iii) shall not be available to the Company if it has not complied 
with its obligations under Section 6.5. 
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(c) by Parent, if  

(i) the Company shall have breached or failed to perform in any 
material respect any of its representations, warranties or covenants contained in 
this Agreement, which breach or failure to perform (A) is incapable of being 
cured by the Company prior to the Outside Date or is not cured by the earlier of 
(xJ 30 Business Days following written notice to the Company by Parent of such 
breach or (9 the Outside Date, and (B) would result in a failure of any condition 
set forth in Sections 7.2(a) or (b); 

(ii) the Company or any of the Company Subsidiaries or their 
respective Representatives shall have breached in any respect their respective 
obligations under Section 6.5; or 

(iii) subject to the penultimate sentence of Section 6.5(c), the Board of 
Directors shall (A) fail to authorize, approve or recommend the Merger, or 
(B) effect a Change in the Company Recommendation or, in the case of a 
Takeover Proposal made by way of a tender offer or exchange offer, fail to 
recommend that the Company's stockholders reject such tender offer or exchange 
offer within the ten Business Day period specified in Section 14e-2(a) under the 
Exchange Act; 

(d) by the Company: 

(i) if Parent shall have breached or failed to perform in any material 
respect any of its representations, warranties or covenants contained in this 
Agreement, which breach or failure to perform (A) is incapable of being cured by 
Parent prior to the Outside Date or is not cured by the Outside Date and (B) would 
result in a failure of any condition set forth in Sections 7.3(a) or (b); or 

(ii) pursuant to the last sentence of Section 6.5(c) or if the Board of 
Directors of the Company authorizes the Company, subject to complying with the 
Section 6.5(c), to enter into a definitive agreement providing for the 
implementation of a Superior Proposal, and, in either case, the Company, prior to 
the termination of this Agreement, pays the Termination Fee (as defined in 
Section 8,3(a)) to Parent. 

Section 8.2 Effect of Termination. In the event of any termination of this 
Agreement as provided in Section 8.1, the obligations of the parties hereunder shall 
terminate and there shall be no liability on the part of any party hereto with respect 
thereto, except for the confidentiality provisions of Section 6.3 and the provisions of this 
Section 8.2, Section 8.3 and Article IX, each of which shall remain in full force and 
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effect; provided, however, that no party hereto shall be relieved or released from any 
liability or damages arising from a willful breach of any provision of this Agreement. 

Section 8.3 Termination Fee. 

(a) If this Agreement is terminated pursuant to any of the following 
provisions, the Company shall pay to Parent a fee equal to $200,000,000 (the 
“Termination Fee”), which Termination Fee shall be Parent’s sole remedy in respect of 
termination of this Agreement except in the case of any willful breach of this Agreement 
by the Company: 

(i) Sections S.l(c)(ii) or (iii); 

(ii) Section S.l(d)(ii); 

(iii) Section S.l(b)(iii), provided that (A) after the date of this 
Agreement, any Person makes a Takeover Proposal or amends or reasserts a 
Takeover Proposal made prior to the date of this Agreement and such Takeover 
Proposal becomes publicly known prior to the Company Stockholders Meeting 
(and such Takeover Proposal shall not have been withdrawn at the time of the 
Company Stockholders Meeting), and (B) within twelve months after the date of 
such termination, the Company enters into a definitive agreement to consummate, 
or consummates, the transactions contemplated by a Takeover Proposal; and 
provided, further, that, solely for purposes of this Section 8.3(a)(iii), the term 
“Takeover Proposal” shall have the meaning ascribed thereto in Section 6.5(e), 
except that all references to 15% shall be changed to 40%; or 

(iv) Section 8.1(c)(i), provided, that such termination is based on a 
material breach of Section 6.2. 

(b) If the Company is required to pay Parent a Termination Fee, such 
Termination Fee shall be payable immediately prior to termination of this Agreement in 
the event of termination by the Company, and not later than one Business Day after the 
receipt by the Company of a notice of termination from Parent in the event of termination 
by Parent, in each case by wire transfer of immediately available funds to an account 
designated by Parent (except that, in the case of termination pursuant to 
Section S.l(b)(iii), such payment shall be made on the date of the first to occur of the 
events referred to in clause (€3) of Section 8.3(a)(iii)). 
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(c) The parties each agree that the agreements contained in this 
Section 8.3 are an integral part of the transaction contemplated by this Agreement, and 
that, without these agreements, Parent would not enter into this Agreement; accordingly, 
if the Company fails promptly to pay any amounts due under this Section 8.3 and, in 
order to obtain such payment, Parent commences a suit that results in a judgment against 
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the Company for such amounts, the Company shall pay interest on such amounts from 
the date payment of such amounts were due to the date of actual payment at the prime 
rate of Citibank, N.A. in effect on the date such payment was due, together with the costs 
and expenses of Parent (including reasonable legal fees and expenses) in connection with 
such suit. 

ARTICLE IX 

GENERAL PROVISIONS 

Section 9.1 Non-Survival of Representations, Warranties and Ameements. 
None of the representations, warranties, covenants and other agreements in this 
Agreement or in any instrument delivered pursuant to this Agreement, including any 
rights arising out of any breach of such representations, warranties, covenants and other 
agreements, shall survive the Effective Time, except for those covenants and agreements 
contained herein and therein (including Section 6.8) that by their terms apply or are to be 
performed in whole or in part after the Effective Time and this Article IX. 

Section 9.2 Notices. All notices and other communications hereunder shall be 
in writing and shall be deemed duly given (IJ on the date of delivery if delivered 
personally, or by telecopy or telefacsimile, upon confirmation of receipt, (11) on the first 
Business Day following the date of dispatch if delivered by a recognized next-day courier 
service, or (In) on the third Business Day following the date of mailing if delivered by 
registered or certified mail, return receipt requested, postage prepaid. All notices 
hereunder shall be delivered as set forth below, or pursuant to such other instructions as 
may be designated in writing by the party to receive such notice: 

If to Parent or Merger Sub, to: 

Verizon Communications Inc. 
1095 Avenue of the Americas 
New York, New York 10036 
Telecopier: (2 12) 597-25 18 
Attention: Corporate Secretary 

with a copy (which shall not constitute notice) to: 
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Debevoise & Plimpton LLP 
9 19 Third Avenue 
New York, New York 10022 
Telecopier: (212) 909-6836 
Attention: Jeffrey J. Rosen, Esq. 

William D. Regner, Esq. 
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If to the Company, to: 

MCI, Inc. 
22001 Loudoun County Parkway 
Ashburn, Virginia 20147 
Telecopier: (703) 886-0860 
Attention: Anastasia D. Kelly, Esq. 

with a copy (which shall not constitute notice) to: 

Davis, Polk & Wardwell 
450 Lexington Avenue 
New York, New York 10017 
Telecopier: (212) 450-3800 
Attention: Phillip R. Mills, Esq. 

Section 9.3 Interpretation. 

(a) When a reference is made in this Agreement to Sections, Exhibits 
or Schedules, such reference shall be to a Section of or Exhibit or Schedule to this 
Agreement unless otherwise indicated. The table of contents and headings contained in 
this Agreement are for reference purposes only and shall not affect in any way the 
meaning or interpretation of this Agreement. Whenever the words “include,” “includes” 
or “including” are used in this Agreement, they shall be deemed to be followed by the 
words “without limitation.” 

(b) Items disclosed on one particular party’s disclosure letter relating 
to one section of this Agreement shall be deemed to be constructively disclosed or listed 
on such party’s disclosure letter relating to other sections of this Agreement only to the 
extent it is reasonably apparent on the face of such disclosure letter that such disclosure is 
applicable to such other sections. 

Section 9.4 Counterparts; Effectiveness. This Agreement may be executed in 
two or more counterparts, each of which shall be deemed to be an original but all of 
which shall constitute one and the same instrument. This Agreement shall become 
effective when each party hereto shall have received counterparts thereof signed and 
delivered (by telecopy or otherwise) by all of the other parties hereto. 

Section 9.5 Entire Agreement; Third Party Beneficiaries. 

(a) This Agreement (including the Exhibits and the parties’ disclosure 
letters hereto) and the Confidentiality Agreement constitute the entire agreement, and 
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supersede all prior agreements and understandings, both written and oral, among the 
parties with respect to the subject matter hereof and thereof. 

(b) This Agreement shall be binding upon and inure solely to the 
benefit of each party hereto, and nothing in this Agreement, express or implied, is 
intended to or shall confer upon any Person not a party to this Agreement any rights, 
benefits or remedies of any nature whatsoever, other than Section 6.8 (which is intended 
to be for the benefit of the Persons covered thereby and may be enforced by such 
Persons). 

Section 9.6 Severability. If any term or other provision of this Agreement is 
invalid, illegal or incapable of being enforced by any law or public policy, all other terms 
and provisions of this Agreement shall nevertheless remain in full force and effect so 
long as the economic or legal substance of the transactions contemplated hereby is not 
affected in any manner materially adverse to any party. Notwithstanding the foregoing, 
upon such determination that any term or other provision is invalid, illegal or incapable 
of being enforced, the parties shall negotiate in good faith to modify this Agreement so as 
to effect the original intent of the parties as closely as possible in an acceptable manner in 
order that the transactions contemplated hereby are consummated as originally 
contemplated to the greatest extent possible. 

Section 9.7 Assignment. Neither this Agreement nor any of the rights, 
interests or obligations hereunder shall be assigned by any of the parties, in whole or in 
part (whether by operation of law or otherwise), without the prior written consent of the 
other party, and any attempt to make any such assignment without such consent shall be 
null and void, except that Merger Sub may assign, in its sole discretion, any or all of its 
rights, interests and obligations under this Agreement to any direct wholly owned 
Subsidiary of Parent without the consent of the Company, but no such assignment shall 
relieve Merger Sub of any of its obligations under this Agreement. Subject to the 
preceding sentence, this Agreement will be binding upon, inure to the benefit of and be 
enforceable by the parties and their respective successors and assigns. Parent agrees to 
cause Merger Sub to fulfill all of its obligations hereunder. 

Section 9.8 Amendment. This Agreement may be amended by the parties, by 
action taken or authorized by their respective Boards of Directors, at any time before or 
after approval of the matters presented in connection with the Merger by the stockholders 
of the Company, but, after such approval, no amendment shall be made which by law or 
in accordance with the rules of any relevant stock exchange requires further approval by 
such stockholders without such further approval. This Agreement may not be amended 
except by an instrument in writing signed on behalf of each of the parties. 

Section 9.9 Extension; Waiver. At any time prior to the Effective Time, the 
parties, by action taken or authorized by their respective Boards of Directors, may, to the 
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extent legally allowed, (aJ extend the time for the performance of any of the obligations 
or other acts of the other parties, (bJ waive any inaccuracies in the representations and 
warranties contained herein or in any document delivered pursuant hereto and (cJ waive 
compliance with any of the agreements or conditions contained herein. Any agreement 
on the part of a party hereto to any such extension or waiver shall be valid only if set 
forth in a written instrument signed on behalf of such party. The failure of any party to 
this Agreement to assert any of its rights under this Agreement or otherwise shall not 
constitute a waiver of those rights. 

Section 9.10 GOVERNING LAW AND VENUE; WAIVER OF JURY TRIAL. 

(a) THIS AGREEMENT SHALL BE DEEMED TO BE MADE IN 
AND IN ALL RESPECTS SHALL BE INTERPRETED7 CONSTRUED AND 
GOVERNED BY AND IN ACCORDANCE WITH THE LAW OF THE STATE OF 
NEW YORK WITHOUT REGARD TO ITS RULES OF CONFLICTS OF LAW 
EXCEPT TO THE EXTENT THAT THE LAW OF THE STATE OF DELAWARE IS 
MANDATORILY APPLICABLE TO THE MERGER. The parties hereby irrevocably 
submit to the jurisdiction of the courts of the County and State of New York and the State 
of Delaware and the Federal courts of the United States of America located in the County 
and State of New York or the State of Delaware solely in respect of the interpretation and 
enforcement of the provisions of this Agreement and of the documents referred to in this 
Agreement, and in respect of the transactions contemplated hereby, and hereby waive, 
and agree not to assert, as a defense in any action, suit or proceeding for the interpretation 
or enforcement hereof or of any such document, that it is not subject thereto or that such 
action, suit or proceeding may not be brought or is not maintainable in said courts or that 
the venue thereof may not be appropriate or that this Agreement or any such document 
may not be enforced in or by such courts, and the parties hereto irrevocably agree that all 
claims with respect to such action or proceeding shall be heard and determined in such a 
New York State, Delaware State or Federal court. The parties hereby consent to and 
grant any such court jurisdiction over the person of such parties solely for such purpose 
and over the subject matter of such dispute and agree that mailing of process or other 
papers in connection with any such action or proceeding in the manner provided in 
Section 9.2 or in such other manner as may be permitted by law shall be valid and 
sufficient service thereof. 

(b) EACH PARTY ACKNOWLEDGES AND AGREES THAT ANY 
CONTROVERSY WHICH MAY ARISE UNDER THIS AGREEMENT IS LIKELY TO 
INVOLVE COMPLICATED AND DIFFICULT ISSUES, AND THEREFORE EACH 
SUCH PARTY HEREBY IRREVOCABLY AND UNCONDITIONALLY WAJYES 
ANY RIGHT SUCH PARTY MAY HAVE TO A TRIAL BY JURY IN RESPECT OF 
ANY LITIGATION DIRECTLY OR INDIRECTLY ARISING OUT OF OR 
RELATING TO THIS AGREEMENT, OR THE TRANSACTIONS CONTEMPLATED 
BY THIS AGREEMENT. EACH PARTY CERTlFIES AND ACKNOWLEDGES 
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THAT 0 NO REPRESENTATIVE, AGENT OR ATTORNEY OF ANY OTHER 
PARTY HAS REPRESENTED, EXPRESSLY OR OTHERWISE, THAT SUCH 
OTHER PARTY WOULD NOT, IN THE EVENT OF LITIGATION, SEEK TO 
ENFORCE THE FOREGOING WAIVER, (11) EACH PARTY UNDERSTANDS AND 
HAS CONSIDERED THE IMPLICATIONS OF THIS WAIVER, (111) EACH PARTY 
MAKES THIS WAIVER VOLUNTARILY, AND (1v) EACH PARTY HAS BEEN 
INDUCED TO ENTER INTO THIS AGREEMENT BY, AMONG OTHER THINGS, 
THE MUTUAL WAIVERS AND CERTIFICATIONS IN THIS SECTION 9.1O(b). 

Section 9.11 Enforcement. The parties hereto agree that irreparable damage 
would occur in the event that any provision of this Agreement was not performed in 
accordance with its specific terms or was otherwise breached. It is accordingly agreed 
that the parties shall be entitled to an injunction or injunctions to prevent breaches of this 
Agreement and to enforce specifically the terms and provisions hereof in any court of 
competent jurisdiction, this being in addition to any other remedy to which they are 
entitled at law or in equity. 

Section 9.12 Definitions. As used in this agreement: 

An “Affiliate” of any Person means another Person that directly or indirectly 
through one or more intermediaries, controls, is controlled by, or is under common 
control with, such first Person, where “control” means the possession, directly or 
indrectly, of the power to direct or cause the direction of the management policies of a 
Person, whether through the ownership of voting securities, by contract, as trustee or 
executor or otherwise. 

‘‘Aswegate Incremental Amount” equals the product of the Incremental 
Amount multiplied by (11) the sum of (xJ the number of shares of Company Common 
Stock issued and outstanding immediately prior to the Effective Time (excluding any 
Excluded Shares) and (yj the number of shares of shares reserved for issuance pursuant to 
the Chapter 11 Plan that are unissued immediately prior to the Effective Time (which 
number shall not exceed 5,375,000 minus the number of shares so issued after the date 
here). 

“Bankruptcy Cases” means the Debtors’ cases under chapter 11 of the Bankruptcy 
Code in the United States Bankruptcy Court for the Southern District of New York, 
jointly administered under Chapter 11 Case No. 02-13533 (AJG). 

“Bankruptcy Claims” means (1> all pre-petition claims filed in the Bankruptcy 
Cases as of the Closing Date, (li) all administrative expense claims filed in the 
Bankruptcy Cases as of the Closing Date and (lii, all Tax claims filed, asserted in writing 
or of which Debtors have actual knowledge as of the Closing Date that constitute or 
would constitute administrative expense claims in the Bankruptcy Cases. 
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“Bankruptcy Code” means title 11 of the United States Code. 

“beneficial ownership” or “beneficially own” has the meaning under 
Section 13(d) of the Exchange Act and the rules and regulations thereunder. 

“Board of Directors” means the Board of Directors of any specified Person and 
any committees thereof. 

“Business” means the business and operations of the Company and the Company 
Subsidiaries as currently conducted. 

“Business Day’, means any day on which banks are not required or authorized to 
close in the City of New York. 

“Chapter 11 Plan” means the Debtors’ Modified Second Amended Joint Plan of 
Reorganization Under Chapter 11 of the Bankruptcy Code, dated October 21,2003 (as 
thereafter modified through October 31,2003) filed in the Bankruptcy Cases by 
WorldCom, Inc. and certain of its direct and indirect Subsidiaries, as debtors and debtors 
in possession. 

“Code” means the Internal Revenue Code of 1986, as amended from time to time. 

“Company Benefit Plans” means each written or oral employee benefit plan, 
scheme, program, policy, arrangement and contract (including, but not limited to, any 
“employee benefit plan,” as defined in Section 3(3) of ERISA, whether or not subject to 
ERISA, and any bonus, deferred compensation, stock bonus, stock purchase, restricted 
stock, stock option or other equity-based arrangement, and any employment, termination, 
retention, bonus, change in control or severance plan, program, policy, arrangement or 
contract) for the benefit of any current or former officer, employee or director of the 
Company or any Company Subsidiary that is maintained or contributed to by the 
Company or any Company Subsidiary, or with respect to which any of them could incur 
material liability under the Code or ERISA or any similar non-U.S. law. 

“Company Common Stock‘, means the common stock, $.01 par value, of the 
Company. 

“Company Financial Statements” means the consolidated financial statements of 
the Company and the Company Subsidiaries included in the Company SEC Documents 
together, in the case of year-end statements, with reports thereon by KPMG LLP, the 
independent auditors of the Company, including in each case a consolidated balance 
sheet, a consolidated statement of income, a consolidated statement of shareholders’ 
equity and a consolidated statement of cash flows, and accompanying notes. 
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“Company Intellectual Property” means all Intellectual Property owned by or 
used by the Company or any of the Company Subsidiaries in the Business. 

“Company Material Adverse Effect” means a material adverse effect on (1) the 
business, financial condition or results of operations of the Company and its Subsidiaries, 
taken as a whole, other than any such effect relating to or resulting from (xJ changes or 
conditions affecting the economy or financial markets in general or changes in political 
or regulatory conditions generally, 0 general changes in the segments of the 
telecommunications industry in which the Company or any of its Subsidiaries operates or 
(zJ the announcement or consummation of this Agreement or (11) the ability of the 
Company to perform its obligations under this Agreement or to consummate the 
transactions contemplated by this Agreement. 

“Company Restricted Share” shall mean each share of restricted Company 
Common Stock granted and awarded pursuant to a Company Benefit Plan. 

“Company Rights” means the rights distributed to the holders of Company 
Common Stock pursuant to the Rights Agreement. 

“Constituent Documents” means with respect to any entity, the Certificate or 
Articles of Incorporation, the Bylaws of such entity, the minute books, or any similar 
charter or other organizational documents of such entity. 

“Debtors” has the meaning given in the Chapter 11 Plan. 

‘‘Dissenting Shares” means shares of Company Common Stock as to which the 
holder thereof has exercised appraisal rights pursuant to Section 262 of the DGCL. 

“Environmental Law” means any foreign, federal, state or local law, treaty, 
statute, rule, regulation, order, ordinance, decree, injunction, judgment, governmental 
restriction or any other requirement of law (including common law) regulating or relating 
to the protection of human health, safety (as it relates to Releases to Hazardous 
Substances), natural resources or the environment, including, without limitation, laws 
relating to wetlands, pollution, contamination or the use, generation, management, 
handling, transport, treatment, disposal, storage, Release or threatened Release of 
Hazardous Substances. 

“Environmental Pennit” means any permit, license, authorization or consent 
required pursuant to applicable Environmental Laws. 

“ERISA” means the Employee Retirement Income Security Act of 1974, as 
amended. 
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“Exchange Act” means the Securities and Exchange Act of 1934, as amended, 
and the rules and regulations promulgated thereunder. 

“Excluded Shares” means any shares of Company Common Stock (aJ held by the 
Company, Parent, Merger Sub, any other wholly owned Subsidiary of Parent or any 
wholly owned Subsidiary of the Company, in each case except for any such shares held 
on behalf of third parties, or (bJ as to which the holder thereof has exercised appraisal 
rights pursuant to Section 262 of the DGCL. 

“Final Remaining Specified Included Liabilities Amount” means the amount 
determined pursuant to Section l.lO(b) or Section LlO(d), as the case may be, to be the 
final Remaining Specified Included Liabilities Amount, with Specified International Tax 
Liabilities translated into U.S. dollars using the most recent closing spot exchange rate as 
of the date of determination. 

“Governmental Entity” means any nation or government or multinational body, 
any state, agency, commission (including, without limitation, the FCC), or other political 
subdivision thereof or any entity (including a court) exercising executive, legislative, 
judicial or administration functions of or pertaining to government, any stock exchange 
or self regulatory entity supervising, organizing and supporting any stock exchange. 

“Hazardous Substances” means any substance that: (1> is or contains asbestos, 
urea formaldehyde insulation, polychlorinated biphenyls, petroleum, petroleum products 
or petroleum-derived substances or wastes, radon gas, microbial or microbiological 
contamination or related materials, (IIJ requires investigation or remedial action pursuant 
to any Environmental Law or (ln) is defined, listed or identified as a “hazardous waste,” 
“hazardous substance,” “toxic substance” or words of similar import thereunder, or (1v) is 
regulated under any Environmental Law. 

“Indebtedness” means, with respect to any Person, without duplication, (iJ all 
obligations of such Person for borrowed money, or with respect to deposits or advances 
of any kind, (IIJ all obligations of such Person evidenced by bonds, debentures, notes or 
similar instruments, (iil) all obligations of such Person upon which interest charges are 
customarily paid (other than trade payables incurred in the ordinary course of business 
consistent with past practices or, in the case of the Company or any Company Subsidiary, 
incurred in a commercially reasonable manner consistent with industry practice), (1v) all 
obligations of such Person under conditional sale or other title retention agreements 
relating to any property purchased by such Person, (vJ all obligations of such Person 
issued or assumed as the deferred purchase price of property or services (excluding 
obligations of such Person to creditors for raw materials, inventory, services and supplies 
incurred in the ordinary course of business consistent with past practices, or, in the case 
of the Company or any Company Subsidiary, incurred in a commercially reasonable 
manner consistent with industry practice), (v1) all lease obligations of such Person 
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capitalized on the books and records of such Person, (vli) all obligations of others secured 
by a Lien on property or assets owned or acquired by such Person, whether or not the 
obligations secured thereby have been assumed, (v111) all obligations of such Person 
under interest rate, currency or commodity derivatives or hedging transactions, (ix) all 
letters of credit or performance bonds issued for the account of such Person (excluding 
(aJ letters of credit issued for the benefit of suppliers to support accounts payable to 
suppliers incurred in the ordinary course of business consistent with past practices, or, in 
the case of the Company or any Company Subsidiary, incurred in a commercially 
reasonable manner consistent with industry practice, (bJ standby letters of credit relating 
to workers’ compensation insurance and surety bonds and (cJ surety bonds and customs 
bonds) and (rr) all guarantees and arrangements having the economic effect of a guarantee 
of such Person of any Indebtedness of any other Person. 

“Intellectual Property” means all trademarks, service marks, trade names, trade 
dress, including all goodwill associated with the foregoing, domain names, copyrights, 
Software, Internet Web sites, mask works and other semiconductor chip rights, moral 
rights, and similar rights, and registrations and applications to register or renew the 
registration of any of the foregoing, patents and patent applications, Trade Secrets, and all 
other intellectual property rights. 

“Intellectual Property Licenses” means all agreements to which the Company or 
any of the Company Subsidiaries is a party or by which any of them is otherwise bound 
that relate to Intellectual Property, including: (1) licenses of Intellectual Property to the 
Company or any of the Company Subsidiaries by any other Person; (11) licenses of 
Intellectual Property to any other Person by the Company or any of the Company 
Subsidiaries; (lil) agreements otherwise granting or restricting the right to use any 
Intellectual Property; and (1v) agreements transferring, assigning, indemnifying with 
respect to or otherwise relating to Intellectual Property used or held for use in the 
Business. 

“E3” means the Internal Revenue Service. 

“IRUs” means Indefeasible Rights to Use. 

“known” or “knowledne” means, with respect to any party, the knowledge of such 
party’s executive officers and senior management. 

‘‘W’ (and with the correlative meaning “Laws”) means rule, regulation, statute, 
order, ordinance, guideline, code or other legally enforceable requirement, including, but 
not limited to common law, state and federal laws or securities laws and laws of foreign 
jurisdictions. 
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“Leased Network Facilities” means all of the Company’s and the Company 
Subsidiaries’ Network Facilities that are not owned by the Company or the Company 
Subsidiaries but are provided under lease, license, IRUs or other agreements, including 
Right-of-way Agreements between the Company or the Company Subsidiaries and third 
persons or entities. 

“Leased Real Property” means all interests leased pursuant to the Leases. 

“Leases” means leases, subleases, licenses and occupancy agreements. 

“Liens” means any mortgage, pledge, hypothecation, assignment, deposit 
arrangement, encumbrance, lien (statutory or other), other charge or security interest; or 
any preference, priority or other agreement or preferential arrangement of any kind or 
nature whatsoever (including, without limitation, any conditional sale or other title 
retention agreement, or any capital lease having substantially the same economic effect as 
any of the foregoing). 

“Nasdaq” means The NASDAQ National Market. 

“Network Facilities” means all of the Company’s and the Company Subsidiaries’ 
material network facilities (including, cable, wires, conduits, switches, and other 
equipment and facilities) and related material operating support systems, network 
operations centers, and land and buildings. For purposes of this definition “material” 
shall mean any network facility the absence of which would materially and adversely 
affect the ability of the Company or any of its Subsidiaries to use the Company’s 
domestic or international networks, respectively, taken as a whole, in the manner and 
scope in which such respective network is currently being used. 

“Network Facility Agreement” means agreements under which third Persons 
provide Network Facilities to the Company and the Company Subsidiaries, including 
leases, licenses, IRUs and Right-of-Way-Agreements. 

“Order” means any charge, order, writ, injunction, judgment, decree, ruling, 
determination, directive, award or settlement, whether civil, criminal or administrative 
and whether formal or informal, applicable to the Company or any Company Subsidiary. 

“other Party” means, with respect to the Company, Parent and means, with respect 
to Parent, the Company, unless the context otherwise requires. 

“Owned Network Facilities” means Network Facilities that are owned by the 
Company or the Company Subsidiaries. 

“Owned Real Property” means real property, together with all improvements and 
fixtures presently or hereafter located thereon or attached or appurtenant thereto or owned 
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by the Company or any of the Company Subsidiaries, and all easements, licenses, rights 
and appurtenances relating to the foregoing. 

“Paid Specified Included Liabilities Amount” means the amount of cash in U.S. 
dollars that has actually been spent from and after January 1,2005 through the Closing 
Date to satisfy Specified Included Liabilities. If any such cash has been spent in a 
currency other than the US. dollar, such amount shall be translated into U.S. dollars 
using the closing spot exchange rate on the date of payment. 

“Parent Common Stock” means the common stock, par value $0.10 per share, of 
Parent. 

“Parent Material Adverse Effect” means a material adverse effect on (I> the 
business, financial condition or results of operations of the Parent and its Subsidiaries, 
taken as a whole, other than any such effect relating to or resulting from (xJ changes or 
conditions affecting the economy or financial markets in general or changes in political 
or regulatory conditions generally, (a changes in the segments of the 
telecommunications industry in which the Parent or any of its Subsidiaries operates or (zJ 
the announcement or consummation of this Agreement or 
Merger Sub to perform its obligations under this Agreement or to consummate the 
transactions contemplated by this Agreement. 

the ability of the Parent or 

“Permitted Liens” means (IJ any liens for taxes not yet due or which are being 
contested in good faith by appropriate proceedings, (il) carriers’, warehousemen’s, 
mechanics’, materialmen’s, repairmen’s or other similar liens, (111) pledges or deposits in 
connection with workers’ compensation, unemployment insurance, and other social 
security legislation and (1v) easements, rights-of-way, restrictions and other similar 
encumbrances incurred in the ordinary course of business or, in the case of the Company 
or any Company Subsidiary, incurred in a commercially reasonable manner consistent 
with industry practice, which, in the aggregate, are not substantial in amount and which 
do not in any case materially detract from the value of the property subject thereto. 

“Person’’ means an individual, corporation, limited liability company, partnership, 
association, trust, unincorporated organization, other entity or group (as defined in the 
Exchange Act). 

“Release” means any releasing, disposing, discharging, injecting, spilling, 
leaking, leaching, pumping, dumping, emitting, escaping, emptying, seeping, dispersal, 
migration, transporting, placing and the like, including without limitation, the moving of 
any materials through, into or upon, any land, soil, surface water, groundwater or air, or 
otherwise entering into the indoor or outdoor environment. 
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“RestorinP Trust” means the August 26,2003 report entitled “Restoring Trust” 
issued by the Corporate Monitor of the Company appointed by the U.S. District Court for 
the Southern District of New York. 

“Rights Agreement” means the rights agreement, dated as of April 20,2004 
between the Company and The Bank of New York, as rights agent. 

“Securities Act” means the Securities Act of 1933, as amended, and the rules and 
regulations promulgated thereunder. 

“Software” means any and all computer software, including application software, 
system software and firmware, including all source code and object code versions 
thereof, in any and all forms and media, and all related documentation. 

“Specified Included Liabilities” means, without duplication, all Bankruptcy 
Claims and Specified International Tax Liabilities. 

“Specified Included Liabilities Amount” means, without duplication, the sum of 
(xJ the Paid Specified Included Liabilities Amount and (9 the Final Remaining Specified 
Included Liabilities Amount. 

“Specified International Tax Liabilities” means all liabilities (whether accrued, 
contingent, asserted or unasserted) in respect of any Tax imposed on or measured by 
income (including interest and penalties thereon) imposed by any Taxing Authority of 
any jurisdiction other than the United States or any political subdivision thereof with 
respect to any period or portion thereof ending on or prior to April 20,2004. 

“Subsidiary” when used with respect to any party means any corporation or other 
organization, whether incorporated or unincorporated, @ of which such party or any 
other Subsidiary of such party is a general partner (excluding partnerships, the general 
partnership interests of which held by such party or any Subsidiary of such party do not 
have a majority of the voting interests in such partnership) or (11) at least a majority of the 
securities or other interests of which having by their terms ordinary voting power to elect 
a majority of the Board of Directors or others performing similar functions with respect 
to such corporation or other organization is directly or indirectly owned or controlled by 
such party or by any one or more of its Subsidiaries, or by such party and one or more of 
its Subsidiaries. 

‘‘TT,, (and with the correlative meaning “Taxes”) shall mean (A) all federal, 
state, local or foreign net income, franchise, gross income, sales, use, ad valorem, 
property, gross receipts, license, capital stock, payroll, withholding, excise, severance, 
transfer, employment, alternative or add-on minimum, stamp, occupation, premium, 
environmental or windfall profits taxes, and other taxes or similar charges, fees, levies, 
imposts, customs, duties, licenses and other assessments, together with any interest and 
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any penalties, additions to tax or additional amounts imposed by any taxing authority, 
(B) any liability for payment of amounts described in clause (A) whether as a result of 
transferee liability, of being a member of an affiliated, consolidated, combined or unitary 
group for any period, transferor liability, successor liability or otherwise through 
operation of law, and (c) any liability for the payment of amounts described in 
clauses (A) or (B) as a result of any tax sharing, tax indemnity or tax allocation 
agreement or any other express or implied agreement to indemnify any other person. 

“Taxing Authority” means, with respect to any Tax, the Governmental Entity that 
imposes such Tax, and the agency (if any) charged with the collection of such Tax for 
such Governmental Entity. 

‘Tax Return” means all federal, state, local and foreign tax returns, estimates, 
information statements and reports relating to Taxes. 

“Trade Secrets” means all inventions (whether or not patentable), discoveries, 
processes, procedures, designs, formulae, trade secrets, know-how, Software, ideas, 
methods, research and development, data, databases, confidential information and other 
proprietary or non-public information and data. 
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IN WITNESS WHEREOF, Parent, Merger Sub and the Company have caused 
this Agreement to be signed by their respective officers thereunto duly authorized, all as 
of the date first written above. 

VERIZON COMMUNICATIONS INC. 

By: 
Name: 
Title: 

ELI ACQUISITION, LLC 

By : 
Name: 
Title: 

MCI, INC. 

By: 
Name: 
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AMENDMENT TO 
AGREEMENT AND PLAN OF MERGER 

This Amendment, dated as of March 29,2005 (this “Amendment”) to the 
Agreement and Plan of Merger, dated as of February 14,2005, among Verizon 
Communications Inc., a Delaware corporation, Eli Acquisition, LLC, a Delaware limited 
liability company and a direct, wholly owned subsidiary of Verizon Communications 
Inc., and MCI, Inc., a Delaware corporation, as previously amended by letter agreement 
dated as of March 4,2005, among the parties to the Merger Agreement (as so amended, 
the “Merger Aaeement”), is entered into by the parties to the Merger Agreement. 
Capitalized terms used but not defined herein shall have the respective meanings 
specified in the Merger Agreement. 

WHEREAS, Parent, Merger Sub and the Company have entered into the Merger 
Agreement; 

WHEREAS, Parent, Merger Sub and the Company desire to amend the Merger 
Agreement as provided in this Amendment; and 

WHEREAS, the respective Boards of Directors of Parent, Merger Sub and the 
Company have deemed this Amendment advisable and in the best interests of their 
respective companies; 

NOW, THEREFORE, in consideration of the foregoing and the mutual 
agreements herein made and for other good and valuable consideration, the receipt and 
sufficiency of which is hereby acknowledged, the parties agree as follows: 

1. Merger Consideration and Related Provisions. 

(a) Section 1.8(a) of the Merger Agreement shall be amended and restated to 
read in its entirety as follows: 

“At the Effective Time, by virtue of the Merger and without any action on the part 
of the holder thereof, each share of Company Common Stock issued and outstanding 
immediately prior to the Effective Time (excluding any Company Restricted Shares and 
Excluded Shares) shall be converted into the right to receive (i) a number (the “Exchange 
Ratio’,) of validly issued, hlly paid and non-assessable shares of Parent Common Stock 
equal to the geater of (A) 0.4062 and (I3) the quotient obtained by dividing $14.75 by the 
Average Parent Stock Price (the “Stock Consideration”), and a) an amount in cash equal 
to $8.35 minus the amount of the Special Cash Dividend declared pursuant to Section 
6.16 (the “Per Share Cash Amount”), without interest, together with any cash in lieu of 
fractional shares of Parent Common Stock to be paid pursuant to Section 2.5 (such shares 
and cash, the “Base MerPer Consideration”). Notwithstanding the foregoing, if the 
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Exchange Ratio is greater than 0.4062, then Parent shall have the right, in its absolute 
discretion, to reduce the Exchange Ratio to an amount no less than 0.4062 and, in such 
case, the Per Share Cash Amount shall be increased by an amount (rounded to the nearest 
hundredth of a cent) equal to the product of (z) the amount by which Parent has reduced 
the Exchange Ratio and (y) the Average Parent Stock Price. The Exchange Ratio and the 
Per Share Cash Amount determined above shall be subject to adjustment pursuant to 
Section 1.10 (as so adjusted, the “Merger Consideration”). For purposes of this 
Agreement, “Average Parent Stock Price” shall mean the volume weighted average of the 
closing prices of Parent Common Stock, as such prices are reported on the NYSE 
Composite Transactions Tape, for each of the 20 trading days ending on the third trading 
day immediately preceding the Effective Time.” 

(b) Section 1 . 1O(g) of the Merger Agreement shall be amended by (i) deleting 
the words “shall be equal to the product of (g) 0.4062” and replacing them with the words 
“following such adjustment shall be equal to the product of (xJ the Exchange Ratio prior 
to such adjustment”, and (Ir> deleting each reference to the number “$1,725,000,000” and 
replacing it with the number “$1,775,000,000”. 

(c) Section 3.28 of the Merger Agreement shall be amended by (3 deleting 
the words “February 13,2005” and replacing them with the words “March 29,2005”, and 
(ii) deleting the words “, the Special Cash Dividend and the $0.40 per share cash 
dividend declared by the Board of Directors of the Company on February 11,2005” and 
replacing them with the words “and the Special Cash Dividend”. 

(d) Section 6.16 of the Merger Agreement shall be amended by (i) deleting 
the words “unless prohibited by applicable law or covenants in instruments of 
Indebtedness existing as of the date hereof’ and replacing them with the words “to the 
extent not prohibited by applicable law or covenants in instruments of Indebtedness 
existing as of the date hereof”, and (ii) deleting the reference to the number “$4.10” and 
replacing it with the number “$5.60”. 

2. Representations and Warranties. 

(a) The first paragraph of Article 111 of the Merger Agreement shall be 
amended by (i) adding, immediately after the words “prior to the date hereof ’, the words 
“or in the Company’s Form 10-K for the year ended December 3 1,2OO4”, and (iiJ 
adding, immediately after the words ‘‘my such Company SEC Document”, the words “or 
such Form 10-K”. 

(b) The first paragraph of Article IV of the Merger Agreement shall be 
amended by (i) adding, immediately after the words “prior to the date hereof”, the words 
“or in Parent’s Form 1 O X  for the year ended December 3 1,2004”, and a) adding, 
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immediately after the words “any such Parent SEC Document”, the words “or such Form 
10-K”. 

3. Non-Solicitation. Section 6.5(c) of the Merger Agreement shall be 
amended by (a) deleting the words “two Business Days” in the parenthetical to clause (ii) 
in the second proviso of its second sentence and replacing them with the words “three 
Business Days”, and (b) deleting the words “as a result of an Intervening Event” in its 
fourth sentence. 

4. Termination and Termination Fee. 

(a) Section 8.l(d)(ii) of the Merger Agreement shall be amended and restated 
to read in its entirety as follows: 

“(ii) pursuant to the last sentence of Section 6.5(c), if the Company, 
prior to the termination of this Agreement, pays the Termination Fee (as defined in 
Section 8.3(a)) to Parent.” 

(b) Sections 8.3(a) and 8.3(b) of the Merger Agreement shall be amended and 
restated to read in their entirety as follows: 

“(a) If this Agreement is terminated pursuant to any of the following 
provisions, the Company shall pay to Parent a fee equal to $240,000,000 (the 
“Termination Fee”), which Termination Fee, together with the reimbursement of 
Expenses pursuant to Section 8.3(b), shall be Parent’s sole remedy in respect of 
termination of this Agreement except in the case of any willful breach of this Agreement 
by the Company: 

(i) Sections 8.l(c)(ii) or (iii); 

(ii) Section 8.1(d)(ii); 

(iii) Section 8.l(b)(iii), provided that within twelve months after the 
date of such termination, the Company enters into a definitive agreement to 
consummate, or consummates, the transactions contemplated by any Takeover 
Proposal; and provided, further, that, solely for purposes of this Section 8.3(a)(iii)y 
the term “Takeover Proposal” shall have the meaning ascribed thereto in 
Section 6.5(e), except that all references to 15% shall be changed to 40%; or 

(iv) Section 8.1(c)($ provided, that such termination is based on a 
material breach of Section 6.2. 

(b) If the Company is required to pay Parent a Termination Fee, such 
Termination Fee shall be payable immediately prior to termination of this Agreement in 

I 
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the event of termination by the Company, and not later than one Business Day after the 
receipt by the Company of a notice of termination from Parent in the event of termination 
by Parent, in each case by wire transfer of immediately available funds to an account 
designated by Parent (except that, in the case of termination pursuant to 
Section 8.1 (b)(iii), such payment shall be made on the date of the first to occur of either 
of the events referred to in the first proviso to Section 8.3(a)(iii)). If the Company is 
required to pay Parent a Termination Fee, or this Agreement is terminated pursuant to 
Section 8.1(b)(iii), the Company shall, in addition to any Termination Fee that may be 
payable, reimburse Parent and Merger Sub for all of their Expenses, up to a maximum 
amount of $10,000,000, within one Business Day of receipt of written notice from Parent 
requesting payment thereof.” 

5. Ratification. Except as otherwise provided herein, all of the terms, 
covenants and other provisions of the Merger Agreement are hereby ratified and 
confirmed and shall continue to be in full force and effect in accordance with their 
respective terms. After the date hereof, all references to the Merger Agreement shall 
refer to the Merger Agreement as amended by this Amendment. 

6. Miscellaneous. Section 9.10 of the Merger Agreement shall apply to this 
Amendment mutatis mutandi. This Amendment may be executed in one or more 
counterparts, each of which shall be deemed an original and all of which shall together 
constitute one and the same instrument and shall bind and inure to the benefit of the 
parties and their respective successors and assigns. 
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IN WITNESS WHEREOF, Parent, Merger Sub and the Company have 
caused this Amendment to be signed by their respective officers thereunto duly 
authorized, all as of the date first written above. 

VERIZON COMMUNICATIONS INC. 

By: Is/ Ivan Seidenberg 
Name: Ivan Seidenberg 
Title: Chairman and CEO 

ELI ACQUISITION, LLC 

By: I s /  John W. Diercksen 
Name: John W. Diercksen 
Title: Senior Vice President -Strategy, 
Development and Planning 

MCI, INC. 

By: Is/ Michael Capellas 
Name: Michael Capellas 
Title: President and CEO 
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Form10-K. 

Indicate by check mark whether the registrant is an accelerated filer (as defined in Rule 12b-2 of the Act). Yes 

The aggregate market value of common equity as of June 30,2004, based on the average bid and asked prices of MCI common stock on such date of $14.43 per 
share was approximately $4.6 billion. 
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CAUTIONARY STATEMENT REGARDING FORWARD-LOOKING STATEMENTS 

The following statements in this Annual Report (and in other statements oral or written made by us) are or may constitute forward-looking statements within the 
meaning of the Private Securities Litigation Reform Act of 1995: 

(i) any statements regarding possible or assumed future results of operations of our business, pricing trends, the markets for our services and products, 
anticipated capital expenditures, our cost reduction and operational restructuring initiatives, regulatory developments, or competition; 

(ii) any statements preceded by, followed by, or that include the words “intends,” “estimates,” “believes,” “expects,” “anticipates,” “plans,” “projects,” 
“should,” “could” or similar expressions; and 

(iii) other statements regarding matters that are not historical facts. 

You are cautioned not to place undue reliance on these statements, which speak only as of the date this document is filed. These statements are based on 
management’s current expectations and are subject to uncertainty and changes in circumstances. Actual results may differ materially from these expectations due 
to matters arising out of pending class action and other lawsuits and the ongoing internal and government investigations related to the previously announced 
restatements of WorldCom, Inc.’s financial results. Other factors that may cause actual results to differ materially from management’s expectations include, but 
are not limited to: 

economic uncertainty; 

the effects of vigorous competition, including price compression; 

the impact of technological change on our business and alternative technologies; 

availability of transmission facilities; 

the impact of oversupply of capacity resulting from excess deployment of network capacity; 

the ongoing global and domestic trend toward consolidation in the telecommunications industry; 

risks of international business; 

regulatory risks in the United States and internationally; 

contingent liabilities; 

uncertainties regarding the collectibility of receivables; 

the availability and cost of capital; 

uncertainties associated with the success of acquisitions; and 

each of the factors discussed under “Item I-Business-Risk Factors” below. 

The cautionary statements contained or referred to in this section also should be considered in connection with any subsequent written or oral forward-looking 
statements that may be issued by us or persons acting on our behalf. We undertake no duty to update these forward-looking statements, even though our situation 
may change in the future. 
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PART I 

ITEM 1. BUSINESS 

Overview 

We are one of the world‘s leading global communication companies, providing a broad range of services in over 200 countries on six continents. Each day, we 
provide Internet, data and voice communication services for thousands of businesses and government entities throughout the world and millions of consumer 
customers in the United States. We own and operate one of the most extensive communications networks in the world, comprising approximately 100,ooO route 
miles of network connections linking metropolitan centers and various regions across North America, Europe, Asia, Latin America, the Middle East, Africa and 
Australia. In addition to transporting customer traffic over our network, we provide value-added services that make communications more secure, reliable and 
efficient and we provide managed network services for customers that outsource all or portions of their communications and information processing operations. 

We conduct our business primarily using the brand name MCI. References herein to “MCI,” “we:’ ‘‘us,’. “our” or the “Company” refer to MCI, Inc., a Delaware 
corporation, and, unless the context otherwise requires or is otherwise expressly stated, its subsidiaries and its predecessor. Our website address is www.mci.com, 
and we make available free of charge through our website our Annual Report on Form 10-K, quarterly reports on Form lO-Q, current reports on Form 8-K and 
amendments to these reports filed or furnished under Sections 13(a) or 15(d) of the Securities Act of 1934 as soon as reasonably practicable after we file the 
material with the Securities and Exchange Commission (“SEC”). Our principal executive offices are located at 22001 Loudoun County Parkway, Ashburn, 
Virginia 20147 (telephone number 703-886-5600). 

Company Background 

MCI‘s predecessor was WorldCom Inc., a Georgia corporation formed in 1983 (“WorldCom” or “Predecessor”). From its inception, WorldCom grew 
significantly as a result of numerous acquisitions. On December 31,1996, WorldCom acquired MFS Communications, which owned UUNET, one of the world’s 
most extensive Internet backbone networks. On September 14,1998, WorldCom acquired MCI Communications Corporation, one of the world‘s largest 
providers of telecommunications services. On October 1,1999, WorldCom acquired SkyTel Communications, Inc. (“SkyTel”), a leading provider of messaging 
services in the United States. On July 1,2001, WorldCom acquired Intermedia Communications Inc. (“Intermedia”), a provider of voice and data services, and, 
as a result, a controlling interest in Digex, Incorporated (“Digex”), a provider of managed web and application hosting services. 

These acquisitions, along with large capital expenditure programs, greatly expanded WorldCom’s network operations, its customer base, the range of services it 
provided and the capabilities of its sales, service and technical personnel. However, these acquisitions and capital expenditure programs contributed to a sharp 
increase in WorldCom’s outstanding debt, which was over $30 billion as of June 30,2002. 

On June 25,2002, WorldCom announced that, as a result of an internal audit of its capital expenditure accounting, it was determined that its previously issued 
financial statements had not been prepared in accordance with accounting principles generally accepted in the United States. Following a comprehensive review, 
WorldCom restated its consolidated financial statements for the fiscal years ended December 31,2000 and 2001 and for the first quarter of 2002. The restated 
2000 and 2001 financial statements were audited by KPMG LLP (“KPMG), which replaced Arthur Andersen U P  (“Andersen”) as WorldCom’s external 
auditors in May 2002. 

On July 21,2002, WorldCom and substantially all of its U S .  subsidiaries filed voluntary petitions for relief in the US.  Bankruptcy Court for the Southern 
District of New York under Chapter 11 of Title 11 of the US. Bankruptcy Code. On April 20,2004 (the “Emergence Date”), WorldCom’s plan of reorganization 
was 
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consummated and WorldCom emerged from bankruptcy. On the emergence date, WorldCom merged with and into MCI whereby the separate existence of 
WorldCom ceased and MCI became the surviving company. 

In addition to restating our consolidated financial statements and completing our plan of reorganization, we have made extensive changes in the composition of 
our senior management and our Board of Directors. Also, we have implemented numerous changes in our business processes, internal controls and corporate 
governance policies and procedures. 

Merger with Verizon Communications 

On February 14,2005, Verizon Communications Inc. (“Verizon”), MCI and a wholly-owned subsidiary of Verizon (“Merger Sub”) entered into an Agreement 
and Plan of Merger (the “Merger Agreement”). The Merger Agreement provides that, upon the terms and subject to the conditions set forth in the Merger 
Agreement, MCI will merge with and into the Verizon subsidiary (the “Merger”), with the Verizon subsidiary continuing as the surviving person (or, in certain 
situations, as provided in the Merger Agreement, a wholly-owned corporate subsidiary of Verimn will merge with and into MCI, with MCI as the surviving 
person.) 

At the effective time and as a result of the Merger, MCI will become a wholly-owned subsidiary of Verizon and each share of MCI common stock will be 
converted into the right to receive (x) 0.4062 shares of Verizon common stock and (y) cash in the amount of $1.50 per share, which amount of cash and number 
of shares may be reduced pursuant to a ptirchase price adjustment based on MCI’s bankruptcy claims and for certain tax liabilities, on the terms specified in the 
Merger Agreement. The Merger Agreement also provides for payment of a special cash dividend in the amount of $4.10 per share (less the per share amount of 
any dividend declared by MCI during the period beginning on February 14,2005 and ending on the closing date of the merger) of MCI common stock after the 
Merger Agreement is approved by the shareholders. All outstanding MCI stock-based awards at the effective time will be replaced by a grant of Verizon 
stock-based awards. 

Consummation of the Merger is subject to customary conditions, including (i) approval by the shareholders of MCI, (ii) expiration or termination of the 
applicable Hart-Scott-Rodino waiting period and receipt of certain other federal, state or international regulatory approvals, (iii) absence of any law or order 
prohibiting the closing, and (iv) subject to certain exceptions, the accuracy of representations and warranties and the absence of any Material Adverse Effect (as 
defined in the Merger Agreement) with respect to each party’s business. In addition, Verimn’s obligation to close is subject to other con&tions, including (i) 
absence of any pending U.S. governmental litigation with a reasonable likelihood of success seeking to prohibit the closing or to impose certain limitations, (ii) 
receipt of a bankruptcy order issued by the Unites States Bankruptcy Court for the Southern District allowing for the substitution of shares of Verimn common 
stock for shares of MCI common stock to satisfy certain bankruptcy-related claims, and (iii) receipt of an order issued by the United States District Court for the 
Southern District of New York relating to MCI’s Corporate Monitor and certain affirmative obligations imposed by prior order of the United States District Court 
for the Southern District of New York. The Merger Agreement contains certain termination rights for both MCI and Verizon, and further provides that, upon 
termination of the Merger Agreement under specified circumstances, MCI may be required to pay Verizon a termination fee of $200 miltion. 

Consummation of the Merger will constitute a “Change of Control” under MCI’s outstanding Senior Notes due 2007, Senior Notes due 2009 and Senior Notes 
due 2014 (collectively, the “Senior Notes”), which will obligate the surviving person to make an offer to purchase the Senior Notes within 30 days after the 
effective time at a purchase price equal to 101% of principal amount plus accrued interest. 

Our merger with Verizon, as well as other recently announced mergers and acquisitions, is occurring within a communications industry that has undergone 
significant changes in recent years. These changes include severe price competition resulting in part from excess network capacity due to overbuilding and the 
substitution of email, instant messaging and wireless telephone service for traditional wireline voice communications. Other important changes in our industry 
are the entry of new competitors, such as Verizon and the other regional Bell operating companies (“RBOCs”) into the long distance market, and cable television 
and other companies into the consumer telephony business. Also, there have been regulatory changes making it more difficult for competitive 
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local exchange carriers like us to provide traditional telephone service, particularly to consumer customers, in competition with the RBOCs and other incumbent 
local exchange carriers. At the same time, technology changes are enabling the development of advanced networking services primarily based on Internet 
protocol (“P”) communications and customer demand is increasing for such value-added services, including network management, application hosting and 
comprehensive security solutions. 

We believe that consummation of OUT merger with Verizon will strengthen the services both companies provide and help the combined company better face the 
changing conditions within the communications industry. In addition, we believe that the combined company will have significant financial strength to maintain 
and improve MCI’s network as well as have enhanced capabilities to develop new value-added services, including sophisticated IP-based services. Furthermore, 
we believe that business, government and consumer customers will benefit from having improved access to a broad range of services, including wireless 
communication services and Internet, data and voice services provided through the combined global networks of MCI and Verizon. See “Risk Factors-The 
merger with Verizon may not occur or, $it does, may not provide all the anticipated benefits. ’’ 

On February 24,2005, we received a revised proposal from Qwest Communications International, Inc. (“Qwest”) to acquire us. Our board of directors 
announced that it would conduct a thorough review of the Qwest proposal. On March 2,2005, we announced OUT intention to engage with Qwest to review its 
February 24,2005 proposal. This decision was made with the concurrence of Verizon. Subsequently, MCI and Qwest have been in ongoing discussions 
regarding Qwest’s proposal. These discussions are continuing as of the date of filing of this Annual Report on Form 10-K. 

Strategy 

We have developed the following four-part strategy based on our current competitive position, significant telecommunications and computing technological 
developments and the increasing demand for sophisticated services: 

Achieve Undisputed IP Leadership 

We have a strategically important position within the communications market due to the following: 

- Our IP network and expertise: We have one of the world’s largest and fastest IP networks. Our network is widely recognized as playing a 
critical role in the movement of Internet traffic and has been described in industry publications as the world‘s most connected Internet 
backbone. Our expansive IP footprint, coupled with our direct interconnections, enables OUT customers to reach more destinations directly 
through our global IP backbone than any other communications provider. Adding to OUT competitive position is the extensive knowledge 
and experience we have developed in handling IP communications since the earliest days of the Internet. 

- Growth in Internet usage: Internet usage is continuing its rapid growth as a result of increasing availability of high speed broadband 
access, the decreasing cost of all types of Internet access, the expanding volume of informative and entertaining content, the continued rapid 
expansion in the use of email and instant messaging, and the ever increasing number of computers, telephones and other devices utilizing 
the Internet. Corporations and govemment entities have responded by developing additional applications to run over the Internet that allow 
communications and e-commerce transactions with customers, communications with employees, the transfer of data among offices and 
operating units and the transport of voice communications and digital media. 

- Convergence of communications onto the Internet As the Internet continues to grow and evolve, the telecommunications market is 
shifting its focus from individual services based on distinct and separate circuit technologies to the convergence of voice and data services 
onto single networks. Also, for greater efficiency, simplicity and economy, corporations and governments are increasingly standardizing 
their applications and communication devices to operate on IP technology. 
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To capitalize on our current strategic position and to prepare for the progressively more sophisticated and expansive future IP needs of our customers, 
we are taking actions with the goal of achieving undisputed leadership in providing and enabling communications over the Internet. These actions 
include accelerating the convergence of all of our Internet, data and voice traffic onto a common IP backbone that will integrate our IP network with 
our existing frame relay, asynchronous transfer mode (“ATM”) and voice networks and will operate under a unified standard IP protocol. Around the 
perimeter of this common core P network, we are adding multi-service edge devices to consolidate IP, data and voice traffic onto this network and 
also adding converged packet access to allow such traffic to use common access circuits. By converting to this converged IP architecture, we will have 
a common set of network systems for all forms of traffic that should produce cost savings for our customers and us, as well as further improve our 
flexibility and reliability in delivering services and enable rapid introduction of new services on a global basis. 

In addition, we are modifying our network operating systems and information technology systems to enable greater ease, efficiency and effectiveness 
in customer use of our converged network. This involves our adopting unified systems to allow common network management, provisioning and 
billing. Also, we are modifying our data center architecture to share computing resources on a grid basis as well as developing processes for 
distributing applications to users on demand which will reduce costs and increase network security. Furthermore, we are enhancing the portal access to 
our information systems and building greater web services capability into these systems to enable our software applications and those of our customers 
to communicate and work together across our IP network. 

Build Next Generation Services 

We believe that new technology developments and changing customer preferences will drive the convergence of network communications and 
computing. In this environment, we expect that there will be opportunities to provide advanced services, such as grid computing in which computing, 
storage and software applications will be offered to customers as network utilities and made available on an as-needed basis. 

In anticipation of this environment, we are developing next generation services and placing increased emphasis on the value-added services we 
currently provide to customers. For example, we have established centers of excellence for the enhancement and delivery of four types of services: 
managed network services; security services; contact center solutions; and web and application hosting. In addition, we are expanding and 
strengthening the range of service offerings for our customers by upgrading our own capabilities. Adding to our service capabilities is also likely to 
involve the formation of strategic partnerships with other firms having highly regarded expertise in specific areas or the acquisition of firms with 
special expertise, such as ow recently completed acquisition of Network Security Technologies, Inc. (“NetSec”), a leading provider of managed 
security services. Consistent with the shategic emphasis we place on the Internet, we are also creating IP-based systems for the customer usage of 
these services. Furthermore, we are adding more field representatives with training and experience in network technology and engineering to improve 
the effectiveness of our sales programs and the delivery of value-added services. 

Our objective is to be the leading communications company in enabling customers to do more with their computing and networking infrastructure and 
making them more effective in serving the needs of their customers. Consequently, we should earn stronger relationships with our customers on a 
strategic level and will be a more integral part of their communication and information systems. This will better position us to be the preferred supplier 
of both currently available and next generation value-added services. 

Simplify How We Do Business 

Simplifying how we do business has three objectives: enhancing sales effectiveness, improving customer satisfaction and increasing operating 
efficiency. We plan to achieve these objectives by strengthening the technical and sales skills of our customer-facing field representatives, 
empowering our 
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branch sales offices to take more direct responsibility for developing and maintaining customer relationships, better aligning our corporate 
administrative and technical specialist personnel to support our business operations, establishing clear accountability for achieving business objectives, 
accurately measuring our success in achieving our objectives, and appropriately compensating our employees for the success that they achieve. In 
addition, we are changing our business processes, such as channeling the delivery of certain value-added services through centers of excellence and 
unifying and streamlining systems for sales, order entry, provisioning, billing, accounts receivable management and other similar functions. 

Success in simplifying how we do business should result in better competitive positioning for us in the traditional telecommunications market and the 
emerging market for value-added services. It should also result in a lower cost structure and higher profit margins. 

improve Our Financial Structure 

Improvements in OUT financial structure include reductions in our operating costs, with an emphasis on decreasing access costs, the expenses we incur 
for transmissions over other carriers’ networks. We are lowering our costs so that we are better positioned not only to offer our customers superior 
value in the network facilities and associated services they obtain from us, but also to earn a sufficient return on OUT investments. We believe OUT 

ongoing cost reduction efforts are appropriate because we anticipate continued pressure on market pricing. 

Enhancements to OUT systems for measuring and reporting internal operating and financial results are also part of the improvements we are making in 
our financial structure. The focus of these enhancements is on our approach to fully allocating our costs among our individual business units so that 
comprehensive income statements are available to business unit managers and our executive management. With these fully allocated statements, we 
are better able to establish prices for the services we provide our customers, better align expense levels with revenue opportunities, identify cost cutting 
and profit improvement opportunities and improve the information used to make investment decisions. In addition, we are better able to establish 
accountability for business unit operating and financial results and more closely align internal goals and external financial measurements. With these 
enhanced internal reporting tools, our business should be more efficient and effective in serving the needs of our customers and generating returns for 
our investors. In addition, the business segment financial data included in the notes to our consolidated financial statements have been derived from 
these fully cost-allocated internal reports and will provide the external financial community with greater visibility and a clearer understanding of OUT 

performance. 

Business Segments 

We operate through three business segments, each of which focuses on specific customer groups: 

Enterprise Markets serves large global corporate enterprises and government entities with complex communication requirements, conferencing 
customers, and MCI Services customers; 

US. Sales & Service serves small to large domestic corporate customers as well as consumer customers and OUT SkyTel customers; and 

International & Wholesale Markets serves businesses, government entities and telecommunications carriers outside the United States as well as 
our wholesale accounts. 
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We began operating under these three business segments in the second quarter of 2004. However, we determined that it was impracticable to restate our 2002 
results into the new business segment structure and as such those results are not presented. The tables below display revenues, operating (loss) income, and 
assets of our business segments for 2004 and 2003 (in millions): 

Successor Predecessor 
Company Company 

Year Ended December 31, 

2004 2003 

Operati‘& (LOSS) Income: 7 2  

International & Wholesale Markets (1,385) (3 17) 

$ (500) $ 341 
1: . ( 1.306) 636 

I 

- -I 
Successor Company 

As of December 31, 

2004 2003 

Assets: 

Total 517,060 5 21,410 

All of our business segments offer Internet, data and voice services, as described below. The specific mix of the services offered by each of the three business 
segments reflects the communication needs of the customers served by the segment. For example, our services related to more complex and higher value-added 
Internet and data communications account for a more significant portion of the revenues from the accounts within the Enterprise Markets business segment and 
the larger commercial accounts within the U.S. Sales & Service segment than they do for our other customers. Similarly, revenues from the consumer accounts 
within the U S  Sales & Service segment are derived almost entirely from voice services. 

For the International & Wholesale Markets business segment, basic transport services account for a substantial portion of revenues. We have organized our 
international and wholesale account groups within this segment since the revenues and operating income, along with the associated management decisions, from 
one account group often impact the other account group. This is largely due to existence of arbitrage activity in the cross-border markets between tariffs and 
wholesale pricing for transport services. 

For further information on the results of these business segments and information on the results of the business segments by which we previously aligned our 
business, see Note 22 to our consolidated financial statements included elsewhere in this Annual Report on Form 10-K and see “Item 7-Management’s 
Discussion and Analysis of Financial Condition and Results of Operations. ” 
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Internet Services 

We offer not only a comprehensive range of alternatives for customers to access the Internet but also sophisticated value-added services that make Internet 
communications more economical, efficient, reliable and secure as well as easier, faster and more effective in conveying data, information and entertainment. 

Access services are built around our global network providing connectivity in more than 2,700 cities in over 200 countries. We enable customers to access the 
Internet through dedicated broadband lines with speeds ranging from 768 kilobits per second to Gigabit Ethernet (equal to one billion bits per second) and up to 
OC-48 (2.5 billion bits per second). For customers using dial-up access, we have over two million modems located throughout the world. Once connected, the 
customer’s traffic is routed over our networks to the desired location, whether on OUT network or elsewhere on the Internet. 

We also provide Internet-based virtual private networks (“WN”) to customers desiring a high level of security when connecting their operating facilities, data 
centers, remote sites or mobile users over the public Internet. VPN services include encryption, bandwidth prioritization and centralized continuous monitoring 
and management. Customers utilizing these services are attracted to the combination of the low-cost public Internet network and the reliability and security we 
provide. 

For high-volume customers that desire a more significant level of security and reliability for their VF” networks, we provide private Internet protocol (“PIP”) 
networks using multi-protocol label switching (“MPLS) to deliver voice, data and video traffic. Our use of h4PLS also enables customers to continue utilizing 
their existing non-IP data and voice networks as they transition over time to operating on standard IP. 

In addition, we provide web hosting services that enable customers to outsource portions of their Internet operations so that they can more rapidly and 
cost-effectively provide online information and business transaction capabilities to their own customers and to employees, suppliers, investors and other 
interested parties. These services are provided through approximately 200 data centers, including over 40 special data centers that operate 24 hours a day with 
enhanced service levels. Our web hosting services include technical support and performance management for hardware, operating systems and applications. 
Other web hosting services include database management, server collocation, storage services, customized web site activity reporting, stress testing, firewall 
management, virus detection and elimination, and other enhanced security services. 

To assist customers operating contact centers that receive Internet communications by email and web site contacts, we provide services for managing such 
contacts. These services include routing to balance the use of multiple contact centers or to direct contacts to agents with relevant knowledge and skills. Through 
using these services, our customers can increase the efficiency and effectiveness of their contact centers. 

Data Services 

We use our frame relay, ATM and IP networks to provide high bandwidth data transmission services over both public and private networks. 

Frame relay services allow cost-effective and secure high-speed interconnection of data centers, local area networks, remote fac 
sale terminals and other sites that send or receive data. Frame relay is a high-speed communications technology that divides the information into frames or 
packets. Through OUT frame relay switches strategically located in 47 countries and our correspondent relationships, we offer frame relay services in over 90 
countries. In addition, our network access relationships with other communication companies enable customers to access frame relay locations in most countries 
in the world. 

ATM services enable the integration of data, voice, video and multimedia communications over a single network. This consolidation of applications onto one 
network reduces network, equipment and operational costs. Through our ATM switches in 21 countries and interconnects with other data networks, we can 
extend ATh4 connectivity throughout most of the world. 

es, branch offices, point of 
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For customers with high-volume data transmission requirements or the need for heightened levels of security or availability, we provide private line services in 
which a customer contracts for the use of a specific circuit on a dedicated basis. The private line connects directly to our network, thereby reducing originating 
access costs compared to using “switched” access that is shared among many network users. We offer dedicated circuits as Metro Private Lines between two 
points in a single metropolitan area, as well as Domestic Private Lines linking points within the United States and International Private Lines connecting points 
around the world. 

For customers interested in creating, expanding, modifying or upgrading their networks, we provide network planning, design, implementation and optimization 
services. This may involve the configuration and installation of the customer’s equipment, the design of custom or dedicated network operating centers and 
security services, including firewalls, virus detection and elimination and the encryption of traffic over the customer’s network for added security. While the 
revenues from these activities are included in the data category within our business segment information in Note 22 to our consolidated financial statements 
included elsewhere in this Annual Report on Form 10-K, these services also are provided for Internet and voice communication networks. 

For customers that outsource all or portions of their communications operations, we provide a variety of managed network services. These services extend from 
the operation and maintenance of individual network devices to the complete management of sophisticated global networks. Activities conducted on behalf of 
our clients include network monitoring and troubleshooting, on-site repair services and the management of applications such as e-mail and other business 
programs that are used across a business enterprise or government agency. As of December 2004, we managed over 2,900 customer networks, including 
approximately 200,000 individual devices located in over 120 countries. While the revenues from these activities are included in the data category within our 
business segment information, we also provide managed network services for Internet and voice communication networks. 

Voice Services 

Through our local, long distance and international voice communication services, our customers can call to anywhere in the United States and to virtually any 
telephone number around the world. High-volume customers are connected to our global voice network through dedicated access lines, while lower volume 
customers are connected through switched access provided either by us or by an incumbent local exchange carrier. 

Besides traditional telephone service, we also offer a range of enhanced voice communication services. For customers operating contact centers, these services 
include routing for work load balancing among multiple contact centers and among individual agents, as well as routing to match inbound calls with 
appropriately skilled agents. Other services include voice recognition and speech automation to facilitate contacts or to enable automated telephone access to 
databases and other electronic information services. During 2004, over 1.4 billion minutes per month of enhanced voice calls were handled through these services 
provided by MCI Services. 

Another of our enhanced voice communication services is conferencing. We provide audio and video teleconferencing on both an automated basis and a 
moderator-assisted basis. In addition, we provide web-based audio and video conferencing hosted over the Internet and operate conferencing centers in the 
United States, the United Kingdom and Hong Kong. 

Other voice communication services that we offer include calling cards, prepaid phone cards, toll-free services, voice messaging, speed dialing, caller 
identification, call waiting, call forwarding, three-way calling and information service access. 

Sales and Marketing 

We have organized our sales and marketing personnel by the customer segments that they serve. Approximately 7,600 sales and service representatives serve the 
mid and large-size corporate and government 
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customers of our Enterprise Markets and U.S. Sales & Service business segments. These representatives include highly trained and experienced network 
engineering, technology and operations experts, as well as specialists in specific services and applications. Some of these representatives have long-standing 
relationships with specific customers and their understanding of customer communication needs is a key aspect of our market strategy. 

The majority of our sales and service representatives are located in our commercial branch organization, which consists of 85 sales offices organized under 46 
branches and overseeing over 60,000 customers. For our larger customers, we have dedicated teams that serve their needs on a full-time basis. For small 
businesses, we sell primarily through telemarketing and sales agents and presently have approximately one million small business customers. 

For our corporate and government customers with sophisticated communication systems and complex service requirements, we have established MCI Services. 
Within MCI Services, we have organized centers of excellence that are responsible for the development and delivery of the following services: managed network 
services, security services, contact center solutions and web and application hosting. These specialized groups provide comprehensive telecommunications 
industry expertise and broad understanding of network technology to solve customer problems and facilitate successful execution of their business operations. In 
addressing a customer’s specific needs, MCI Services integrates specialized knowledge inside of our company with highly regarded f i m  outside of our 
company that have leading positions in relevant technical areas. We aim to deliver value-added solutions, strengthen our relationships with customers and 
integrate our problem-solving capabilities into the customer’s internal business process. 

For our consumer customers, we utilize a variety of sales channels according to the types of services being offered. Our consumer subscription services consist of 
local, long distance and international calling, operator assisted calling, inbound toll-free services, calling card services, collect calling and Internet access. At 
present, we have over seven million consumer customers for our long distance subscription service, and over three million of these customers also subscribe to 
our local telephone service. The primary sales channel for subscription services has been telemarketing by our own employees as well as third party 
telemarketing firms. Due in part to the implementation of do-not-call lists limiting the telephone numbers accessible by telemarketing and regulatory actions 
that have decreased the profitability of these services, we have decreased our telemarketing activities and expect further decreases during 2005. 

In selling subscription services, we also use our customer service centers, some of which our employees operate and some of which are outsourced to third party 
firms. To increase effectiveness in assisting consumers and selling additional subscription services, our customer service operates 24 hours a day and provides 
customer support in ten languages. The other sales channel that we use to sell subscription services to consumers is direct response marketing, which includes 
direct mail, on-line marketing and use of marketing partners to offer customers unique awards and benefits. 

For the marketing to consumers of pre-paid calling cards that are sold on a transaction basis rather than as subscription services, we distribute through retailers, 
often using co-branded or retailer branded cards. Our other transaction services are dial-around telephone services like 1-800-COLLECT, and we utilize direct 
response marketing. 

Outside the United States, we offer our services solely to businesses, government entities and telecommunications carriers. For these international customers, we 
have approximately 2,500 sales and service representatives located in regional offices in 76 countries. 

For our wholesale customers in the United States, which consist of Internet access providers, other telecommunication carriers and communication service 
resellers, we employ approximately 225 sales and service representatives. For our wholesale customers outside the United States, we utilize sales and service 
representatives located in our international regional offices. 

I 

I 
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Network 

We own and operate one of the world’s largest and most sophisticated networks for Internet, data and voice communications. On a typical day, our network 
processes billions of messages, including one petabyte (equal to one quadrillion bytes) of data and approximately one billion minutes of voice communications. 
The network described within this section is utilized by each of our three business segments. 

Our long-haul network consists of approximately 100,000 route miles of fiber-optic cable that is capable of transporting traffic at speeds of 10 gigabits (10 
billion bits) per second and connects with other networks around the world. Our IP network is one of the world’s largest and fastest, with connectivity to more 
than 2,700 cities in more than 200 countries across six continents. We also operate global frame relay and ATM data networks. 

In addition to our Internet and data networks, we operate a voice communications network handling telephone calls within the United States and around the 
world. Our global voice network is comprised of over 300 switches, and calls are automatically completed through more than 100 possible routes. Reliability of 
the voice network is maximized using a process called Dynamically Controlled Routing (“DCR) and by employing synchronous optical network (“SONET’) 
rings. DCR monitors each trunk in the network for any path degradation such as congestion or fiber cuts and, as necessary, dynamically reroutes calls to 
alternative non-degraded paths. SONET rings allow restoration of service within 50 milliseconds following a network failure. 

As part of our overall network, we have an extensive metropolitan network of over 13,000 route miles serving customers in all major United States and key 
international cities. We have local-to-global-to-local connectivity to over l00,ooO buildings (with over 8,000 buildings directly connected to our network and 
approximately 92,000 indirectly connected). Deployed in business centers throughout the United States, Western Europe, the United Kingdom, Japan, Australia 
and Singapore, our local networks are constructed using closed-loop self-healing fiber rings. 

In addition to land-based network facilities, we own or lease fiber optic capacity on most major intercontinental undersea cable systems in the Atlantic and 
Pacific Ocean regions. We also own and operate 27 gateway satellite earth stations that enhance our ability to offer Internet, data and voice communications to 
and from locations throughout the world. 

In view of the substantial capacity of our networks and the slowdown in telecommunications spending by customers in recent years, we have focused our 
network planning and engineering efforts on further improving reliability and efficiency rather than expanding network capacity. Through these efforts, we 
believe that we have achieved service levels that lead the telecommunications industry. 

With regard to efficiency, we continue to deploy Dense Wavelength Division Multiplexing (“DWDM”) technology that allows an optical fiber to carry multiple 
wavelength signals. Originally, this technology allowed eight different wavelength signals to be transmitted. We have been a leader in further developing 
DWDM technology, enabling the deployment of systems capable of carrying 6 4 , S O  and 160 separate wavelength signals per fiber. Consequently, we are able to 
handle additional network traffic at low incremental capital costs and with up to 160 channels within an optical fiber operating at 10 gigabits per second. 

As part of our strategy of achieving undisputed IP leadership, we are further upgrading our backbone network. First, we are planning to convert 32,000 route 
miles to an Ultra-Long Haul (“ULH) network, with 5,000 route miles converted by the end of 2005. Converting to ULH will reduce network elements by 
approximately 70%, increase reliability, lower transport costs and can enable wavelength services such as grid computing and data center minoring. Second, as 
part of converging all of our network traffic onto a common IP backbone, we are adding multi-service edge devices that consolidate IP, data and voice trfi ic 
onto our high-speed IP network. Third, we are implementing converged packet access (“CPA”), with the initial deployment expected in 2005. CPA enables the 
delivery of IP, data and voice traffic via common access circuits and will reduce our access costs, improve operating efficiency and enable us to provide our 
customers with scaleable 
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bandwidth on demand. Fourth, as part of OUT IP convergence, we are beginning to modify our traditional voice switches to advanced call processing Soft 
Switches that can simultaneously handle both circuit-based voice traffic as well as voice-over-IP (“VotP”) traffic. VoIP divides voice communications into 
digital packets and, instead of using a dedicated circuit, the individual packets seek the most efficient route over multiple transmission lines within IP networks 
before being reassembled at the destination point. The packet basis of VoIP and the IP focus of OUT network enhancements are allowing us to develop additional 
services, including electronic numbering (“ENUM”) services that enable trdtional telephone calls and VoIP communications to interwork seamlessly and 
session initiated protocol (“SIP”) services that enable customers to communicate regardless of the communication device they use or where they are located. 

Patents, Trademarks and Service Marks 

We own or have licenses to various patents, trademarks, service marks, copyrights and other intellectual property used in our business. We do not believe that the 
expiration of any of our intellectual property rights, or the non-renewal of those rights, would materially affect our results of operations. 

Competition 

The telecommunications industry is highly competitive- Factors contributing to the industry’s increasingly competitive market include regulatory changes, 
product substitution, technological advances, excess network capacity and the entrance of new competitors. In this environment, competition is based on price 
and pricing plans, the types of individual services offered, the combination of services into bundled offerings, customer service, the quality and reliability of 
services provided and the development of new products and services. 

Our competitors include the following: 

regional phone companies, such as Verizon, SBC Communications, BellSouth Corporation and Qwest, which are permitted to offer long distance 
and other services; 

other telecommunications companies, such as AT&T, Sprint and Level 3 as well as numerous competitive local exchange carriers; 

wireless telephone companies, such as Venzon, Cingular, Sprint, Nextel, T-Mobile, and ALLTEL which have increased their network coverage, 
improved service quality, lowered prices and gained market share from providers of wireline voice communications; 

cable television companies, such as Comcast and Cox, which are offering high-speed Internet access and expanding their offerings of voice 
telephony services; and 

equipment manufacturers, such as DBM, which may provide consulting and outsourcing services in addition to producing telecommunications 
devices and systems. 

Internationally, we compete primarily with incumbent telephone companies, some of which have special regulatory status and exclusive rights to provide certain 
services and have historically dominated their local markets. We also compete with other international service providers, some of which are affiliated with 
incumbent telephone companies in other countries. 

While there has been a long history of mergers and acquisitions within the communications industry, several proposed combinations have been announced 
recently. These include the December 15,2004 announcement of a merger between Sprint and Nextel, the January 10,2005 announcement of ALLTEL‘s 
agreement to purchase Western Wireless and the January 31,2005 announcement by SBC Communications of its proposed purchase of AT&T. We are also 
planning to participate in the industry consolidation that is occurring and, on February 14,2005, we announced our agreement to merge with Verizon. See 
“Merger with Verizon Communications. ” 
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Employees 

As of December 3 1,2004, we employed approximately 40,OOO full and part-time employees. Compared to other companies in the telecommunications industry, 
we have few employees who are represented by labor unions. As of December 31,2004, we had 292 union employees, which is equal to less than 1% of our total 
employees. 

As of December 31,2004, our Enterprise Markets unit employed approximately 8% of our total employees, U.S. Sales & Service employed 33%, International & 
Wholesale employed 17% and approximately 42% were employed in our network operations, systems engineering and corporate functions. Approximately 82% 
of our total employees are located in the United States and 18% are located outside of the United States. 

Regulation 

We are subject to varying degrees of federal, state, local, and international regulation. In the United States, our telecommunications subsidiaries are most heavily 
regulated by the states, especially for the provision of local exchange services. Generally, our telecommunications subsidiaries must be licensed separately by the 
public utility commission (“PUC”) in each state to offer local exchange and intrastate long distance services. No PUC, however, subjects us to rate of return 
regulation. Nor are we currently required to obtain authorization from the Federal Communications Commission (“FCC”) for installation or operation of our 
network facilities used for domestic services, other than licenses for specific multi-channel multipoint distribution services (“MMDS”), wireless 
communications services, terrestrial microwave, and satellite earth station facilities that utilize radio frequency spectrum. FCC approval is required, however, for 
the installation and operation of our international facilities and services. We are subject to varying degrees of regulation in the foreign jurisdictions in which we 
conduct business, including authorization for the installation and operation of network facilities. No assurance can be given that changes in current or future 
regulations adopted by the FCC, state, or foreign regulators or legislative initiatives in the United States or abroad would not have a material adverse effect on us. 

The FCC’s Locul Competition Rules. In August 1996, the FCC established nationwide tules pursuant to the Telecom Act, designed to encourage new entrants to 
compete in local service markets through interconnection with the incumbent local exchange companies (“incumbent LECs” or “ILEC”), resale of incumbent 
LECs’ retail services, and use of individual and combinations of unbundled network elements (“UNEs”) owned by the incumbent LECs. “Network elements” are 
defined in the Telecom Act as any “facility or equipment used in the provision of a telecommunications service,” as well as “features, functions, and capabilities 
that are provided by means of such facility or equipment.” UNEs are network elements provided on an unbundled, or separately priced, basis. The FCC makes 
certain network elements available on an unbundled basis after considering at a minimum whether the failure to provide those network elements would impair the 
ability of the telecommunications carrier seeking access to provide the services that it seeks to offer. One combination of UNEs, known as the unbundled 
network element platform (“UNE-P), encompasses all the elements necessary to provide local telephone service. As a competitive local exchange carrier 
(“competitive LEC” or “CLEC”), MCI relies upon the UNE-P combination to provide local services to mass market customers. Small and medium-sized 
business and enterprise customers, on the other hand, can be served via UNEs such as unbundled loops and unbundled transport, although our service platforms 
for such companies occasionally include a UNE-P component. Substantial reduction in incumbent LEC unbundling requirements, including increased pricing for 
existing UNE-P arrangements and prohibitions on new UNE-P arrangements, as well as restrictions on the availability of unbundled loops and transport, limits 
our future range of options in provisioning local services to customers. 

The FCC’s 1996 Local Competition Rules were reviewed by the appellate courts, as were two subsequent decisions establishing incumbent LEC unbundling 
obligations. Most recently, on March 2,2004, the U.S. Court of Appeals for the District of Columbia Circuit (“D.C. Circuit”) issued a decision that vacated and 
remanded key aspects of the FCC‘s February 2003 Triennial Review Order, which had generally preserved the availability of unbundled switching, which is a 
required component of UNE-P, and the availability of loop and transport 
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facilities at certain capacity levels. The court’s decision aIso affirmed the portions of the Triennial Review Order that had not required incumbents to lease 
unbundled elements for the provision of broadband services. The Supreme Court declined to grant the petition for certiorari filed by the competitive industry, 
thereby assuring that the D.C. Circuit’s decision will remain intact. 

On remand from the D.C. Circuit, the FCC released on February 4,2005, its Triennial Review Remand Order, which establishes new rules effective March 11, 
2005, concerning the incumbent LECs’ unbundling obligations. In this decision, the FCC prohibited new UNE-P arrangements and established a twelve-month 
transition period for existing UNE-P arrangements. The FCC also curtailed the availability of some cost-based UNE access to DS-1 and DS-3 loops and 
transport. The transition periods will allow MCI to continue to serve our embedded base of UNE-P customers with rate increases; however, it might mean that 
no new UNE-P customers can be added at cost-based rates. The FCC directs parties to implement the new rules in their interconnection agreements and to 
complete change of law proceedings within twelve months of the transition date. The FCC‘s rules do not purport to nullify existing agreements. To the limited 
extent that the final rules do preserve the unbundling of loops and dedicated transport at the DS-1 and DS-3 capacity levels, ILECs have filed challenges to 
those rules in the D.C. Circuit, including asking the court to deny CLECs the ability to convert special access circuits to UNEs, which would further drive up 
CLEC costs. CLECs have likewise filed appeals of the final rules, and these appeals might challenge the elimination of UNE-P among other possible challenges. 
The FCC also set aside the “qualifying service” interpretations of the Triennial Review Order, but prohibited the use of UNEs for the exclusive provision of 
telecommunications services in the mobile wireless and long distance markets. The FCC also determined that in the context of the local exchange markets, a 
general rule prohibiting access to UNEs whenever a requesting carrier is able to compete using an ILEC’s tariffed offering was inappropriate. As a result of such 
rules, we have been forced to raise residential phone service prices in some markets and may be forced to pull out of others, and have reduced our sales efforts 
pending clarity of our future pricing structure. 

“Do Not Call” Registries. The Telephone Consumer Protection Act of 1991 authorized the FCC to create a national database of residential telephone numbers to 
which, with limited exceptions, companies would be prohibited from placing telemarketing calls. In 1992, the FCC declined to establish such a database, instead 
requiring carriers to create their own “Do Not Call” lists. In September 2002, the FCC initiated a rulemaking proceeding to revisit its previous decision. In 
December 2002, the Federal Trade Commission (the “l3C”) issued rules establishing a national Do Not Call registry. On July 3,2003, the FCC also issued rules 
establishing a national Do Not Call registry. As of December 2004, over 60 million telephone numbers had been registered with the Do Not Call registry. 
Numerous states have enacted similar legislation requiring their state agencies to create such registries on a state-wide level. Because telemarketing has been our 
primary consumer sales acquisition tool, to the extent that the FCC‘s adoption of such a registry affects the number of households to which we can place 
telemarketing calls, our sales will be affected. 

Znmate Telephone Services. A group of alternative inmate seMce providers has filed two petitions with the FCC requesting that the FCC examine the telephone 
services provided to prison inmates. We provide a significant amount of interexchange collect call operator services to inmates and, if the petitions are granted, 
these proceedings could negatively impact our revenues. 

Access Charges. Certain incumbent LECs have challenged the method we use to calculate the amount of switched access charges owed by us for Percentage of 
Interstate Use. If the incumbent LECs’ challenges are upheld, these proceedings could negatively impact our costs. 

Voice over If‘. The FCC has opened a proceeding on the regulatory framework that will apply to various VOW services and will address the extent to which 
switched access charges will apply to VoIP traffic. The outcome that the FCC reaches on these issues could have a material impact on MCI’s business. 

Suspension by the Stare ofNew Jersey. Effective February 9,2004, the State of New Jersey (the “State”) suspended us from entering new State contracts. As a 
result of this action by the State, our name was removed from the State’s automated bidders list and was listed in the State Disqualification Report. The 
suspension was lifted on May 10,2004. 

I 
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International Regularion. We are subject, through our international operations, to regulations by foreign countries. These regulations are often as demanding as 
the requirements imposed on incumbent telephone companies, which frequently enjoy special regulatory status. We have played an active role in regulatory 
proceedings throughout Europe, at both the national and European Union levels, in an attempt to persuade regulators to impose measures that would reduce 
leased line costs and ensure timely delivery. Although many of the foreign countries where we operate are liberalizing their telecommunications markets, either 
as a result of domestic legislation or by virtue of international commitments, we are not certain as to the timing or continuation of these initiatives or as to 
whether we will benefit from such liberalization. 

Overseas Fixed-to-Mobile Termination Rates. An increasing percentage of our US-originated international voice calls terminate to mobile phones overseas. 
In addition, our overseas affiliates in a number of countries in Europe and in Asia originate voice calls, and a large proportion of these calls also terminate to 
mobile phones overseas. In both cases, we ultimately rely on a mobile operator, to whom we directly or indirectly pay mobile termination fees, to connect the call 
to the mobile operator’s customer. 

In general, the rates that we and other U.S. telecommunications carriers pay to our international correspondents for terminating US.-originated international 
voice calls to mobile phones overseas are much higher than corresponding international termination rates for wireline phones. Likewise, for overseas-originated 
calls, we pay significantly higher termination rates for calls made to overseas mobile phones than for calls made to overseas wireline phones. 

We are actively encouraging the FCC and overseas governments to take appropriate action to reduce the rates required to be paid to terminate voice calls to 
mobile phones overseas. We cannot predict, however, whether the FCC and overseas regulators will eventually take action that will result in lower mobile 
termination rates. 

Environmental Regulation. We are subject to various environmental, health and safety laws and regulations governing, among other things, the generation, 
storage, use and disposal of hazardous materials, the discharge of hazardous materials into the ground, air or water, and the health and safety of our employees. 
We have been required to pay fines in the past in connection with alleged violations of environmental laws, but these alleged violations have been resolved in all 
material respects. We have also been required, and may continue to be required, to remediate hazardous substance contamination at certain of our locations. 
Environmental laws are complex, change frequently and have tended to become stringent over time. We may incur additional capital or operating costs to comply 
with any such changes. 
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RISK FACTORS 

You should carefully consider the risks described below before investing in our securities. The risks described below are not the only ones facing us. Additional 
risks not currently known to us or that we curredy believe are immaterial may also impair our results of operations, cash @ws, andfinancial condition. 

We face substanlidcompetitian that has resulted in prkingpressures and reduced revenues 

There is substantial competition in the telecommunications industry, which has caused pricing pressure and reduced revenues. Rapid technological advances, 
product substitution and deregulation have all contributed to the increasingly competitive atmosphere. We expect competition to intensify due to the efforts of 
competitors to address difficult market conditions through reduced pricing, bundled offerings or otherwise, as well as a result of the entrance of new competitors 
and the development of new technologies, products and services. 

We have a variety of competitors, including: 

- regional phone companies, such as Verizon, SBC Communications, BellSouth Corporation and Qwest, which are now offering long distance and 
other services; 

other telecommunications companies, such as AT&T, Sprint, Level 3 and numerous competitive local exchange carriers; 

VoIP providers, such as Vonage; 

wireless telephone companies, such as Verizon, Cingular, Sprint PCS, Nextel, T-Mobile, and ALLTEL, which have increased their network 
coverage, improved service quality, started to provide bundled wireless products and lowered prices to end users. As a result, customers are 
beginning to substitute wireless services for basic wireline service causing these companies to gain market share from providers of wireline voice 
communications. Wireless telephone services can also increasingly be used for data transmission; 

cable television companies, such as Comcast and Cox, which are offering high-speed Internet access and expanding their offerings of voice 
telephony services; and 

equipment manufacturers, such as IBM, and other system integrators which provide consulting and outsourcing services that may compete with us 
in the new products and services that we are offering. 

These factors could also have a material adverse effect on our business, financial condition, results of operations or cash flows. 

In recent months, there has been an increased trend towards consolidation in the telecommunications industry, as reflected in announced mergers involving two 
of our principal competitors, the mergers of Sprint with Nextel and AT&T with SBC Communications, and our pending merger with Verizon. While we expect 
our pending merger, once consummated, to strengthen our ability to compete, this consolidation trend wili also strengthen the resources available to these other 
competitors, allowing them to offer larger bundles of services and reducing their cost structure. 

Outside the United States, we compete with the incumbent telephone companies, some of which still have special regulatory status and exclusive rights to 
provide services, and virtually all of which historically dominated their local, long distance and international services business. These companies have numerous 
advantages, including existing facilities, customer loyalty and substantial financial resources. We may be dependent upon obtaining facilities from these 
incumbent telephone companies. For example, we require interconnection with the incumbent operator’s network in order to provide ubiquitous service for our 
customers. Without interconnection, our customers would not be able to contact customers of the incumbent operator. We 
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also compete with other service providers, many of which are affiliated with incumbent telephone companies in other countries. Typically, we must devote 
extensive resources to obtain regulatory approvals necessary to operate overseas and then to obtain access and interconnection with the incumbent’s network on a 
non-discriminatory basis. 

Our ability to improve our operating resulis depends, in large part, upon our ability to successfully introduce new services at favorable prices while 
controlling our costs 

To counter the impact of any continuing price declines in our industry, our strategy is to take advantage of technological developments, particularly utilization of 
Internet Protocol, to expand network traffic, offer new bundles of managed products and services at favorable prices, simplify our network and associated costs 
and enable traditional transport on a more favorable basis. Adoption of our strategy will require incremental capital expenditures and continued efforts to reduce 
our access and other costs to secure the benefits of our efforts. There are substantial risks that we will not be able to successfully implement these strategies or do 
so on favorable terms or on favorable terms that we can sustain. Among other things, our competitors may pursue the same strategies and may compete in terms 
of pricing that is itself subject to decline. Even if our strategy is successful, we cannot assure you that it will be sufficient to counter continuing price declines in 
our other revenues. 

Our business wil l  suffer ifour technology and business methods become obsolete 

The market for Internet, data and voice communication products and services is characterized by rapidly changing technology, evolving industry standards, 
emerging competition and frequent new product and service introductions. We may not be successful in identifying new product and service opportunities and 
developing and bringing new products and services to market in a timely manner. We are also at risk from fundamental changes in the way Internet, data and 
voice communication products and services are marketed, sold and delivered. Our pursuit of technological advances and new business methods may require 
substantial time and expense, and we may not succeed in adapting our business to the technologies, devices, protocols, regulations and marketing and sales 
methods that are anticipated and, in some cases, are currently being developed in the communications industry. 

To access certain of our customers, we rely upon the cooperatwn of established local tekphone companies 

As a participant in the competitive local telecommunications services indusby in the United States, we rely on the networks of established telephone companies 
or those of competitive local exchange carriers for some aspects of transmission. Federal law requires most of the established telephone companies to lease or 
“unbundle” elements of their networks and permit us to purchase the call origination and call termination services we need, thereby decreasing our operating 
expenses. However, as a result of recent litigation concerning portions of the FCC’s Triennial Review Order that required the unbundling of switching, which is a 
critical component of UNE-P, the FCC has determined that beginning in 2006, certain discounts provided to us by the established telephone companies will 
cease. We are continuing to evaluate how the anticipated rise in UNE-P access costs will impact our ability to profitably provide Mass Markets subscription 
services, and the cost increase may force us to withdraw from certain markets. As a result, new local service account installations and revenue may decrease from 
current levels in future periods. These regulatory changes will also increase costs for our other business segments as well and could adversely affect our 
competitive position in these segments. 

In most of our international operations, we are competing with incumbent telecommunications operators from whom we require services and support. For 
example, we require interconnection with the incumbent operator’s network in order to provide ubiquitous service for our customers. Without interconnection, 
our customers would not be able to contact customers of the incumbent operator. There can be no assurance, however, that interconnection (or other services) 
will be provided by the incumbent operator in a timely manner or that the terms and conditions of any proposed interconnection, particularly the cost, will not 
have an adverse effect on our local operations. 
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Government regulation of our businesses significantly impacts our business 

We are subject to varying degrees of federal, state, local and international regulation. In the United States, our subsidiaries are most heavily regulated by the 
states, especially for the provision of local exchange services. We are also subject to varying degrees of regulation in foreign jurisdictions in which we conduct 
business, including authorization for the installation and operation of network facilities. We consider regulatory developments impacting our “last mile” access to 
customers (such as access to various network elements for both our business and mass market customers permitting call origination and termination services), 
intercanier compensation arrangements and the manner in which we are permitted to offer advanced IF’-based services as being the most critical to our success. 
Changes in current or future regulations adopted by the FCC, state or foreign regulators or legislative initiatives in the United States or abroad could have a 
material adverse effect on us by restricting our ability to price or offer our products and services and/or otherwise placing us at a competitive disadvantage. For 
additional information, see “Item I-Regulation. ” 

In addition to the regulation of our business by the FCC, the FTC has introduced “Do Not Cali” registries that permit consumers to request that they not be 
contacted by telemarketers. In addition, numerous states have enacted similar legislation requiring their state agencies to create such registries on a state-wide 
level. Such registries are the subject of litigation but could have a material adverse effect on telemarketing, which is one of our principal sales and marketing 
initiatives. 

Telecommunications industry trends have m a i e d y  and adversely impacted our revenues and cashJlows 

In 2001, the business environment for the telecommunications industry deteriorated significantly and rapidly. This environment has remained weak through 
2004, primarily due to: 

the general weakness in the U.S. economy, which was exacerbated by the events of September 11,2001 and concerns regarding terrorism; 

pressure on prices due to substantial competition; and 

failure of many companies to meet forecasted demand, the bankruptcy or liquidation of a substantial number of Internet companies and financial 
difficulties experienced by many telecommunications customers. 

As a result of these trends, our revenues have declined from $28.5 billion in 2002 to $20.7 billion in 2004. We have a history of losses and may be unable to 
achieve and maintain profitability. We expect these trends to continue, including reduced business from financially troubled customers and downward pressure 
on prices. These trends could continue to have a material adverse impact on our business, financial condition, results of operations and cash flows. 

Our prospects will depend in part on our ability to control our costs while maintaining and improving our service levels 

In light of our declining revenues, we continue to seek ways of reducing access costs, reducing expenses and limiting our capital expenditures to maintenance 
and success-based projects as much as practicable while we pursue enhanced revenue opportunities. Our recent cost reductions were attributable to our efforts, 
aided by the nature of bankruptcy proceedings. However, our capital requirements relating to maintaining and routinely upgrading our network will continue to 
be significant in the coming years and we are undertaking new projects in furtherance of our IF’-based strategies. Our prospects will depend in part on our ability 
to continue to control costs and operate efficiently, while maintaining and improving our existing service levels. The most substantial cost we must control is our 
access cost, which is the cost we must pay to other telecommunications providers to initiate or terminate traffic on their networks. Although we are able to 
attempt to influence these costs through, for example, influencing regulatory measures, these costs are not fully within our control. Regardless of the state of the 
economy, everyday business costs and the cost of access will continually be a concern for our business. If 
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we cannot continue to control our costs, there could be a material adverse effect on our business, operations, cash flows and financial condition. 

We are subject to dGtinct risks relating to our internationui operations 

For the year ended December 31,2004,19% of our revenues were derived from our international operations. Accordingly, our business is subject to risks 
inherent to international operations, including: 

Unexpected changes in regulatory requirements, export and import restrictions, tariffs and other trade barriers; 

Challenges in staffing and managing foreign operations; 

Employment laws and practices in foreign countries; 

Longer payment cycles and problems collecting accounts receivable; 

Fluctuations in currency exchange rates and imposition of currency exchange controls; 

Foreign taxation of earnings and payments received by us from our subsidiaries and affiliates; 

Potential inflation in the foreign countries where we conduct operations; 

Differences in technology standards; 

Exposure to different legal standards; and 

Political, economic and social conditions in the foreign countries where we conduct operations. 

Our international operations are conducted through a variety of different methods, including wholly-owned subsidiaries, joint ventures and operating agreements 
with local telecommunications companies. Each of these methods presents risks. For example, certain countries have foreign ownership limitations with respect 
to companies that provide telecommunications services within their borders. These restrictions obligate us to partner with one or more local companies if we 
want to participate in the market. As a result, our ability to control or direct the operations of the local entity is limited, either contractually or statutorily, by our 
obligations to our local partners. 

In the event of any dispute arising from our international operations, we may be subject to the exclusive jurisdiction of foreign courts and may not be successful 
in subjecting foreign persons or entities to the jurisdiction of the courts of the United States. We may also be hindered or prevented from enforcing our rights 
with respect to foreign governments because of the doctrine of sovereign immunity. In addition, there can be no assurance that the laws, regulations or 
administrative practices of foreign countries relating to our ability to do business in that country will not change. 

Although most of the foreign countries where we operate are liberalizing their telecommunications market, whether as a result of domestic legislation or by 
virtue of international commitments, there are no guarantees as to the continuation, timing or effectiveness of such liberalization. For example, certain countries 
have bound themselves to undertake liberalizing measures in their telecommunications market pursuant to treaty commitments under the World Trade 
Organization. There can be no assurance, however, that such liberalizing measures will be implemented in a timely manner or at all. In addition, if there is a 
failure to implement those liberalizing measures, there may not be adequate or effective recourse against the foreign government for such failure. 

While we have a growing dependence on Internet-related services, the rate of development and adoption of the Internet has been slower outside the United 
States. Laws in the U.S. and foreign countries regarding the Internet and related data privacy issues are largely unsettled, but are becoming an increasing focus 
for lawmakers. Changes in these laws could require us to expend significant resources to comply or could limit our business. In addition, the application of 
multiple sets of laws and regulations may subject us to regulation, I 
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taxation, enforcement or other liability in unexpected ways, which could make it more expensive to conduct our business or limit our ability to conduct business. 
Regulation of the Internet may also harm our customers’ businesses, which could lead to reduced demand for our services. 

The rates that we charge our customers for international services may decrease in the future due to the entry of new carriers with substantial resources and 
aggressiveness on the part of new or existing carriers. In addition, the consummation of mergers, joint ventures and alliances among large international carriers 
that facilitate targeted pricing and cost reductions, and the availability of international circuit capacity on new undersea fiber optic cables and new high capacity 
satellite systems, may have a negative impact on our pricing ability. 

Customers of our international operations may be invoiced in United States dollars or in foreign currencies. Customers invoiced in United States dollars whose 
revenues are derived in other currencies may be subject to unpredictable and indeterminate increases in the event those currencies devalue relative to the United 
States dollar. Furthermore, those customers may become subject to exchange control regulations restricting the conversion of their revenue currencies into United 
States dollars. In that event, the affected customers may not be able to pay us in United States dollars. In addition, where we invoice for our services in currencies 
other than United States dollars, our results of operations may suffer due to currency translations in the event that those currencies devalue relative to the United 
States dollar and we do not elect to enter into currency hedging arrangements in respect of those payment obligations. 

Our future growth m y  incluak additional acquisitions that may not be successfilly integrated and may not achieve expected bene@. 

Acquisitions to fill out our product offerings are a component of our growth strategy. Consistent with this strategy, we continue to engage in discussions with, 
and evaluate, potential acquisition targets, some of which may be material and require significant cash outlays, although we currently have no binding definitive 
agreements for any significant acquisitions. In the future, we may acquire other businesses. As aresult of these acquisitions, we may need to utilize our available 
cash or seek additional financing (which could adversely affect our financial condition) and integrate product lines, dispersed operations and distinct corporate 
cultures. These integration efforts may not succeed or may distract our management from operating our existing business. Our failure to successfully manage 

ons could harm our operating results. 

We depend in large part on the efforts and integrity of our key personnel. Retaining key personnel is vitnl fo r  our business, and there is no guarantee we 
can keep such personnel 

Our future success largely depends on the continued employment of certain of our key personnel, any of whom could terminate their employment at any time. In 
addition, in response to the conduct of the former WorldCom management and WorldCom’s accounting fraud and practices, we have undertaken to conduct our 
businesses at the highest ethical levels and in accordance with stringent practices embodied in our charter and our by-laws. Ultimately, for us to succeed, we will 
need to continue to employ and retain personnel of integrity and skill. We can offer no assurance that we will not lose key personnel and this could have a 
material adverse effect on our business and operations. 

Historical financial information for  our predecessor is not comparable to our own after emergencefiom bankruptcy 

We adopted fresh-start reporting under the provisions of the American Institute of Certified Public Accountants Statement of Position (“SOP’) 90-7, “Financial 
Reporting by Entities in Reorganization Under the Bankruptcy Code, ” (“SOP 90-7”) as of December 31,2003. Upon adoption, our reorganization value was 
$14.5 billion and was allocated to our assets and liabilities. Our assets were stated at fair value in accordance with Statement of Financial Accounting Standards 
(“SFAS”) No. 141, “Business Combinations, ” (“SFAS No. 141”) and liabilities were recorded at the present value of amounts estimated to be paid. In addition, 
our accumulated 
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deficit was eliminated, and our new debt and equity were recorded in accordance with distributions pursuant to the plan of reorganization. The adoption of 
fresh-start reporting had a material effect on our consolidated financial statements. As a result, our consolidated balance sheets as of December 31,2004 and 
2003 included elsewhere in this Annual Report on Form 10-K and our consolidated financial statements published for periods following December 3 1,2003 are 
not fully comparable with those related to prior periods. This situation may make it difficult to properly evaluate an investment in our company. 

The practices of our predecessor and former management continue to be scrutinized, and the results of this scrutiny may have a material and adverse 
effect on us 

As a result of the financial fraud committed by, and the operating practices of, some of WorldCom’s former officers and employees and its bankruptcy 
reorganization, we have been the subject of various civil and criminal investigations by the SEC, the FCC, the U.S. Attorney’s Office, various state attorney 
generals and other governmental entities into our accounting and related controls, call routing practices, payment of state income taxes and other matters. As a 
result, our senior management team and Board of Directors have been required to devote substantial time to the resolution process for these investigations and 
related matters. We continue to engage in dialog with these government agencies in order to reach reasonable conclusions to these investigations, but we cannot 
predict what the specific resolution for each of these investigations may be. In addition to penalties that have been announced to date, it is possible that we will 
be required to pay other material fines, consent to additional injunctions on future conduct, conduct business with government agencies under restrictive terms, or 
lose our ability to conduct such business or suffer other penalties, each of which could have a material adverse effect on our business, financial condition and 
liquidity. In addition, we continue to be the subject of continuing scrutiny and negative publicity focused on these subjects, and this scrutiny and negative 
publicity may impact the terms under which, and whether, customers and suppliers continue to do business with us and may affect the tone of our dealings with 
regulators and others. 

We have been actively working to improve our internal controls and procedures, but there can be no assurance that new material weaknesses in our 
internal controls wiU not be identijied 

Through reports and letters generated by our auditors, examiners and court-appointed monitors and a special committee of WorldCom’s Board as part of 
WorldCom’s bankruptcy, a substantial number of material weaknesses and problems were identified in our internal controls and procedures and corporate 
governance. We have made significant efforts to establish a framework to improve our internal controls over financial reporting. While our internal controls over 
financial reporting are significantly improved, management has identified a material weakness in internal control over accounting for income tax and has also 
identified certain other areas that it believes should be further enhanced. See “ffern 9A-Controls and Procedures. ” Any failure by us to have appropriate 
controls or to comply with the other high standards for corporate governance that we have established for ourselves could materially and adversely affect our 
company. 

We continue to be subject to significant pending l d i g h n ,  which ifadversely determined could have a m u t e d  and adverse effect on our operating 
licenses, liquidity andfinancial condition 

We are party to significant litigation, which is described in more detail in “kern 3--Legal Proceedings. ” If any of these proceedings is decided against us, we 
could be subject to substantial damages or other penalties. These penalties and other effects of litigation could have a material adverse effect on our operating 
licenses, liquidity and financial condition. 

We have a signifiant amount of debt and other payment o b l i g h n s ,  which could adversely affect ourfinancial health andprevent usporn fuljilling our 
obligations under the notes. 

As of December 31,2004, we had total indebtedness of approximately $5.9 billion. In addition to our indebtedness, we are required to make substantial 
additional payments in settlement of bankruptcy claims. As of 



December 31,2004, our estimated remaining cash payments to settle pre-petition creditor claims were approximately $0.8 billion. However, that estimate is 
based on various assumptions and reflects our judgment based upon our prior pre-petition claims settlement history and the terms of our plan of reorganization 
and, if these assumptions prove incorrect, actual payments could differ from the estimated amounts. 

The level of our indebtedness and other liabilities could have important consequences, including: 

limiting cash flow available for general corporate purposes, including capital expenditures and acquisitions, because a substantial portion of our cash 
flow from operations must be dedicated to servicing our debt and settling outstanding claims; 

limiting our ability to obtain additional debt financing in the future for working capital, capital expenditures or acquisitions; and 

limiting our flexibility in reacting to competitive and other changes in our industry and economic conditions generally. 

Covenants in our debt instruments prohibit us from engaging in certain activities, which we might otherwise wish to pursue 

The indentures relating to our Senior Notes impose restrictions on our operations and financial transactions that we may wish to pursue. These restrictions will 
affect, and in many respects limit or prohibit, among other things, our and our subsidiaries’ ability to incur additional indebtedness; make investments; sell assets; 
declare or pay dividends or other distributions to shareholders; and repurchase equity interests. The restrictions contained in the terms of each of these debt 
instruments, as well as the terms of other indebtedness we may incur from time to time, could limit our ability to plan for or react to market conditions or meet 
capital needs, or othenvise restrict our activities or business plans. These restrictions could also adversely affect our ability to finance our operations or other 
capital needs, or to engage in other business activities that would be in our interest. 

The merger with Verizon m a y  not occur or, Qit  does, may not provide all the anticipated bene@ 

We must obtain shareholder approval and certain approvals and consents in a timely manner from federal, state and foreign agencies prior to the completion of 
the merger with Verizon. If we do not receive these approvals, or do not receive them on terms that satisfy the conditions set forth in the Merger Agreement, then 
we or Verizon will not be obligated to complete the merger. The govemmental agencies from which we will seek these approvals have broad discretion in 
administering the governing regulations. As a condition to approval of the merger, agencies may impose requirements, limitations or costs that could negatively 
affect the way the combined company conducts business. These requirements, limitations or costs could jeopardize or delay the completion of the merger. If we 
and Verizon agree to any requirements, limitations or costs in order to obtain any approvals required to complete the merger, these requirements, limitations or 
additional costs could adversely affect the two companies’ ability to integrate their operations or reduce the anticipated benefits of the merger. 

If we are able to consummate the merger, we expect to achieve various integration benefits. Achieving the anticipated benefits of the merger will depend in part 
upon whether our two companies integrate our businesses in an efficient and effective manner. We may not be able to accomplish this integration process 
smoothly or successfully. The integration of certain operations following the merger will require the dedication of significant management resources, which may 
temporarily distract management’s attention from the day-to-day business of the combined company. Employee uncertainty and lack of focus during the 
integration process may also disrupt the business of the combined company. Any inability of management to integrate successfully the operations of our two 
companies could have a material adverse effect on the combined company. 

If we are unable to consummate the merger, we would continue to be exposed to the general competitive pressures and risks in the industry described above, 
which could be increased if certain of the other recently announced mergers in the communications industry are consummated, strengthening the competitive 
position of some of our competitors. 
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ITEM 2. PROPERTIES 

Our owned properties consist primarily of equipment and buildings used to provide Internet, data and voice communication services in Noah America, Latin 
America, Europe, the Middle East, Africa, Australia and Asia. We also lease certain switching equipment and several general office facilities. In addition, we 
have been granted easements, rights-of-way and rights-of-occupancy, mainly by railroads and other private land owners, for our fiber-optic network. 

As of December 31,2004, properties used by us that are significant to our operations are as follows: 

Owned/ 
Property Location Type of Property Leased Square Footage 

Ashbum, VA (corporate 
Tulsa, OK 
Colorado Springs, CO 
Hilliard, OH 
Clinton, MS 
Richardson, TX 
Weldon Springs, MO 
Richardson, TX 
Cary, NC 
Alpharetta, GA 
Omaha, NE 
Reading, UK 
Rye Brook, NY 
Sydney, AU 
Hong Kong 

headquarters) Office 
Office and Technical 
Office and Technical 
Office 
Office and Technical 
Office 
Office 
Office and Technical 
Office and Technical 
Office 
Office and Technical 
Office 
Office 
Office 
Office 

Owned 
Owned 
Owned 
Owned 
Owned 
Owned 
Owned 
Owned 
Owned 
Owned 
Owned 
Leased 
Leased 
Leased 
Leased 

1,85 1,653 
860,000 
744,142 
428,000 
420,000 
408,540 
368,688 
338,366 
251,726 
243,740 
200,000 
369,000 
180,000 
121,079 
27,557 

We also own or lease other office facilities for sales, maintenance and administrative operations in the markets in which we operate. We had approximately 20 
owned and 240 leased facilities as of December 31,2004, including approximately 85 leased properties in international markets. The leases generally have terms 
ranging from one to five years, not including extensions related to the exercise of renewal options. 

In addition, we own or lease other facilities which primarily support our telecommunications equipment. We have approximately 300 owned and 4,900 leased 
facilities as of December 31,2004, including approximately 20 owned and 1,400 leased properties in international markets. The majority of these leases have 
terms generally ranging from month-to-month to 25 years. These property leases tend to have renewal options ranging from one to five years. 

During 2004, we disposed of some significant facilities which were in excess of 100,OOO square feet. These disposals include the sale of an owned property 
totaling approximately 106,000 square feet and the early termination of a leased facility totaling approximately 122,000 square feet. These facilities are not 
included in the table above. 

See Notes 7 and 18 of our consolidated financial statements included elsewhere in this Annual Report on Form 10-K for the canying value of our property, plant 
and equipment and the future minimum payments under our operating and capital leases. 

ITEM 3. LEGAL PROCEEDINGS 

Bankruptcy Filings 

On July 21,2002, (the “Petition Date”), WorldCom and substantially all of its direct and indirect domestic subsidiaries (the “Initial Filers”) filed voluntary 
petitions for relief in the United States Bankruptcy Court for the 
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Southern District of New York (the “Bankruptcy Court”) under chapter 11 of Title 11 of the United States Code (the “Bankruptcy Code.”). On November 8, 
2002, WorldCom filed additional chapter 11 petitions for 43 of its subsidiaries (collectively with the Initial Filers, the “Debtors”), most of which were effectively 
inactive and none of which had significant debt. Throughout the bankruptcy proceedings, the Debtors continued to operate their businesses and manage their 
properties as debtors-in-possession pursuant to sections 1107(a) and 1108 of the Bankruptcy Code. By orders dated July 22,2002 and November 12,2002, the 
Debtors’ chapter 11 cases were declared to be jointly administered. In addition, pursuant to section 362 of the Bankruptcy Code, most of the litigation against the 
Debtors was stayed. 

By order dated October 3 1,2003, after due notice and a hearing, the Bankruptcy Court confirmed the Debtors’ Modified Second Amended Joint Plan of 
Reorganization dated October 21,2003 (the “Plan”). The confirmation order determined that the Plan complied with the applicable requirements of the 
Bankruptcy Code. On April 20,2004, WorldCom emerged from bankruptcy. 

On the Emergence Date, pursuant to the Plan and as part of its emergence from bankruptcy protection, WorldCom merged with and into MCI whereby the 
separate existence of WorldCom ceased and MCI became the surviving company. On April 29,2004, we filed our Annual Report on Form 10-K for the period 
ended December 3 1,2003. 

Restatements of Previously Issued Financial Statements 

On June 25,2002, WorldCom announced that as a result of an internal audit of its capital expenditure accounting, it was determined that certain transfers from 
line cost expenses (now referred to as access cost expenses) to capital accounts in the amount of $3.9 billion during 2001 and the first quarter of 2002 were not 
made in accordance with accounting principles generally accepted in the United States of America (“GAAP). This announcement followed WorIdCom’s prior 
notification to Andersen, which had audited its consolidated financial statements for 2001 and reviewed such interim condensed consolidated financial statements 
for first quarter 2002, of these improperly reported amounts. On June 24,2002, Andersen had advised us that in light of the inappropriate transfers of line costs, 
Andersen’s audit report on our consolidated financial statements for 2001 and Andersen’s review of its interim condensed consolidated financial statements for 
the first quarter of 2002 could not be relied upon. WorldCom subsequently engaged KF’MG to audit our consolidated financial statements for the years ended 
December 31,2001 and 2000. 

On August 8,2002, WorldCom announced that its ongoing internal review of its consolidated financial statements discovered an additional $3.9 billion in 
improperly reported pre-tax eamings for 1999,2000,2001, and the first quarter of 2002. On November 5,2002, WorldCom announced that it expected a further 
restatement of eamings in addition to amounts previously announced and that the overall amount of the restatements could total in excess of $9 billion. On March 
13,2003, WorldCom announced that it had completed a preliminary review of its goodwill and other intangible assets and property, plant and equipment 
accounts. This review resulted in the write-off of all existing goodwill and a substantial write-down of the carrying value of property, plant and equipment and 
other intangible assets, which was subsequentiy adjusted during WorldCom’s restatement process. 

A SpeciaI Committee of WorldCom’s Board of Directors conducted an independent investigation of these matters. As a result of this investigation, we have made 
a number of changes to our financial and corporate governance practices. Also, Richard C. Breeden, former Chairman of the SEC, was appointed as Corporate 
Monitor. In his role, Mr. Breeden has closely overseen the overall process under which WorldCom reviewed its prior accounting practices, the carrying value of 
its assets and the quality of its internal controls. Mr. Breeden has made reports on such issues to both the SEC and the District Court from July 2002 through the 
present time. Certain other investigations involving the Corporation’s corporate governance and accounting practices have now been concluded. The Company’s 
past accounting practices remain the subject of an open investigation by the U.S. Attorney’s Office. 
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As a result of the process of reviewing and restating its financial statements, WorldCom was unable to timely file periodic reports with the SEC. On March 12, 
2004, WorldCom filed its Annual Report on Form 10-K for the period ended December 31,2002. Such Annual Report contains audited financial statements for 
the years ended December 31,2000,2001 and 2002 and reflect each of the restatements and adjustments discussed above. 

Regulation 

We are subject to varying degrees of federal, state, local and international regulation. For more information, see “Ztem I-Business-Regulation.” 

Litigation 

WorldCom and various current or former directors, officers, and advisors were named as defendants in a number of lawsuits alleging violations of federal and 
state securities laws and related claims. The filing of the Chapter 11 cases automatically stayed proceedings in private lawsuits relating to pre-petition claims as 
to the Debtors. Pre-petition litigation claims against the Company were discharged on the Emergence Date. Claims arising after the filing date generally were 
not discharged. 

Merger Related Securities Litigation. On February 15,2005, the Company received notice that an individual shareholder filed a putative class action on behalf of 
himself and all shareholders of the Company against the Company and all of the individual members of the Board of Directors in Chancery Court in the State of 
Delaware. Subsequently, Plaintiff filed an amended complaint that added among other things Verizon as a defendant in the case. Plaintiff alleges that the 
Company and the Board of Directors breached their fiduciary duties to shareholders in entering into the Merger Agreement with Verizon rather than accepting 
the merger proposal propounded by Qwest. As a remedy, Plaintiff requests that the Chancery Court issue an injunction prohibiting consummation of the Merger 
Agreement. Additionally, the Company has received notice that three additional putative class actions containing similar allegations were filed on February 18, 
2005 against the Company and the Board of Directors in the Chancery Court in the State of Delaware. The Company will aggressively defend itself in these 
cases. 

SEC Lawsuit and Related Proceedings. The Predecessor Company and various current or former directors, officers and advisors were named as defendants in a 
number of lawsuits alleging violations of federal and state securities laws and related claims. 

On June 26,2002, the SEC filed suit against the Predecessor Company and certain members of former management for violations of sections 1O(b) and 13(a) of 
the Exchange Act and SEC Rules lob-5, 12b-20, 13a-1 and 13a-13, alleging that from at least the first quarter of 2001 through the first quarter of 2002, 
WorldCom defrauded investors by disguising its true operating performance via improper accounting methods that materially overstated its income by 
approximately $3.9 billion. On November 5,2002, the SEC filed an amended complaint that broadened the scope of the claims, including a claim under section 
17(a) of the Securities Act, to reflect among other things the Predecessor Company’s disclosure that the overall restatements could total in excess of $9 billion. 
On May 19,2003, the SEC filed a second amended complaint that added a claim for disgorgement of unlawful gains obtained as a result of the alleged 
misstatements. 

The Company has resolved all claims brought by the SEC in this suit. The Company remains subject to the ongoing obligations imposed by the permanent 
injunction entered by the Court on November 26,2002, as modified, including the oversight of Corporate Monitor Richard Breeden. 

Insurance Coverage Litigation. On June 17,2004, SR International Business Insurance Company, Ltd., one of the insurance carriers that had issued excess 
directors and officers (“D&O) liability insurance coverage to WorldCom, Inc. for the period December 31,2001 to December 31,2002, filed an action in the 
United States District Court for the Southern District of New York against MCI and certain of its former directors and officers, 
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seeking, among other things, rescission of its policy or, alternatively, a declaration of non-coverage under it (“SRI Action”). On May 28,2004, one of 
WorldCom’s former directors, Bert C. Roberts, Jr., had filed a complaint for declaratory adjudication of rights and ancillary and supplemental relief against 
WorldCom’s excess D&O liability insurance carriers (“D&O Carriers”) in the United States District Court for the Southern District of New York (“Roberts 
Action”). By his action, Mr. Roberts sought a declaration of coverage against the D&O Carriers with respect to various underlying securities claims pending 
against him. Shortly thereafter, in or about August 2004, certain of the defendant D&O Carriers filed answers and counterclaims in the Roberts Action (“Carrier 
Counterclaims”). In their respective counterclaims, the D&O Carriers have named MCI and certain of WorldCom’s former directors and officers as counterclaim 
defendants and sought, among other things, to rescind the respective D&O policies issued by them or, alternatively, a declaration of no coverage under those 
policies. The SRJ Action and the Roberts Action have been consolidated before Judge Cote and have functionally been stayed, while settlement discussions by 
and between the directors and officers, D&O Carriers, and underlying securities plaintiffs have been progressing. However, on February 3,2005, Judge Cote 
issued a preliminary injunction requiring the insurers to pay Roberts’ defense costs as they are incurred. MCI has not yet appeared in either action and, if forced 
to do so, will aggressively defend itself by seeking dismissal of the SRI Action and the Carrier Counterclaims on the ground, among others, of non-justiciability. 

Call Routing Invesfigation. On July 23,2003, WorldCom received a subpoena from the United States Attorney’s Office for the Southern District of New York 
asking for information and documents concerning its projects relating to the routing of interstate or intrastate voice or data transmission that originate or 
terminate on the network of local exchange companies. The U.S. Attorney’s Office is investigating the Company’s practices relating to call routing that allegedly 
have the purpose of avoiding or reducing our payment of access charges to local exchange companies. We are cooperating fully with the U.S. Attorney’s Office, 
and have conducted an internal review of practices identified by the subpoena. Based on an internal review, we believe that our current practices in originating 
and terminating calls comply with all legal and regulatory requirements. 

Investigation of the FCC Into Allegations of Improper Routing of Network Trafic. The Enforcement Bureau of the FCC has also initiated a review of the 
Company’s call routing practices, and has requested information from the Company regarding any conduct that might involve withholding, substituting, or 
modifying automatic number identification (“ANI”) or calling party number (“CPN’) information associated with interstate interexchange traffic. We are fully 
cooperating with the FCC in this matter and are providing the information requested. Based upon an internal review, we believe that our current practices comply 
with FCC regulations. 

Right-of- Way Litigation. Prior to the Petition Date, the Predecessor Company was named as a defendant in five putative nationwide and twenty-five putative 
state class actions involving fiber optic cable on railroad, pipeline and utility rights-of-way. The complaints allege that the railroad, utility and/or pipeline 
companies from which the Predecessor Company obtained consent to install its fiber optic cable held only an easement in the right-of-way, and that the consent 
of the adjoining landowners holding the fee interest in the right-of-way did not authorize installation. The complaints allege that because such consent was not 
obtained, the fiber optic network owned and operated by the Predecessor Company trespasses on the property of putative class members. The complaints allege 
causes of action for trespass, unjust enrichment and slander of title, and seek injunctive relief, compensatory damages, punitive damages and declaratory relief. 
By the Petition Date, twenty-two putative class actions remained pending. In the remaining eight cases, class certification had been denied and/or the action had 
been dismissed. These cases were stayed as a result of the Predecessor Company’s bankruptcy filing, initially as a result of the automatic stay provisions of the 
Bankruptcy Code, and presently by operation of the discharge injunction incorporated into the modified Second Amended Joint Plan of Reorganization. To date, 
the Bankruptcy Court has denied all motions to lift the automatic stay or the discharge injunction. 

Certain of the right-of-way plaintiffs filed individual and/or putative class proofs of claim in the bankruptcy proceedings. To date, the Bankruptcy Court has 
denied all pending motions to certify classes with respect to these proofs of claim, and has declined to extend the bar date to allow the late-filing of claims by 
unnamed class members. As a result of these rulings, the Company’s exposure in these ma!iers has been substantially reduced. 
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The Company also is litigating in the Bankruptcy Court, and in several federal appellate courts, the question of whether the discharge injunction contained in the 
Modified Second Amended Joint Plan of Reorganization bars the initiation or continuation of actions outside of the Bankruptcy Court based on the continued 
presence of the fiber optic cable after the Company’s discharge from bankruptcy. To date, one federal appellate court has agreed with the Company’s position, 
and the Bankruptcy Court recently issued decisions in two right-of-way cases finding that any further prosecution after the bankruptcy violates the discharge 
injunction. 

The Predecessor Company executed a settlement agreement in February 2002 regarding all right-of-way litigation in Louisianq and in June 2002 regarding all 
other railroad right-of-way litigation nationwide. However, following the Petition Date, the Predecessor Company opted out of the nationwide settlement 
agreement because the Oregon court did not approve it, and the Predecessor Company did not elect to proceed to seek approval in Illinois. During the bankruptcy 
proceedings, the Predecessor Company rejected the Louisiana right-of-way settlement agreement, but has since entered into an agreement in principle to 
implement the Louisiana agreement as a pre-petition claim against the Predecessor Company. The Company accrued for its estimate to settle the pre-petition 
litigation as of December 31,2004 and 2003. 

State Tar. In conjunction with the Predecessor Company’s bankruptcy claims resolution proceeding, certain states have filed claims concerning the Predecessor 
Company’s state income tax filings and its approach to related-party charges. To date, various states have filed proofs of claims in the aggregate amount of 
approximately $750 million. In addition, the State of Mississippi has filed a claim in the aggregate amount of approximately $2 billion. The Company is in 
discussions with the appropriate state taxing officials on these and other similar issues related to state income taxes owed by the Company and its subsidiaries. 

On March 17,2004, the Commonwealth of Massachusetts on behalf of itself and thirteen other states filed a motion to disqualify KPMG from serving as the 
Company’s accountant, auditor and tax advisor on the grounds that KPMG is not disinterested as required by Section 327(a) of the Bankruptcy Code. The 
Company believes that the filing of this motion was merely a litigation tactic and that the motion has no merit. The bankruptcy court held hearings on the motion, 
at the conclusion of which the bankruptcy court took the matter under advisement. On June 30,2004, the bankruptcy court denied this motion and the states have 
appealed to the Southern District of New York the order denying the motion. That appeal has been stayed pending discussions with the Commonwealth 
concerning its tax-related proofs of claim against the Company. 

Other Investigations. In addition, following WorldCom’s June 25,2002, restatement announcement, various investigations have been initiated by, among others, 
the U.S. Attorney’s Office, and a state agency. These investigations are ongoing and we are cooperating fully in those inquiries. 

In the normal course of our business, we are subject to proceedings, lawsuits and other claims, including proceedings under government laws and regulations 
related to environmental and other matters. Such matters are subject to many uncertainties and outcomes are not predictable with assurance. Consequently, we 
are unable to ascertain the ultimate aggregate amount of monetary liability or financial impact with respect to these matters at December 3 1,2004. While these 
matters could affect our operating results when resolved in future periods, based on the information available to us today, we do not believe any monetary 
liability or financial impact would be material. 

ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS 

No matters were submitted to a vote of security holders during the year ended December 31,2004, other than matters voted on by holders of our debt securities 
in the ordinary course of our bankruptcy proceedings. 

27 



ITEM 5. MARKET FOR REGISTRANT’S COMMON EQUITY, RELATED STOCKHOLDER MATTERS AND ISSUER PURCHASES OF 
EQUITY SECURITIES 

Market Information 

Prior to WorldCom’s bankruptcy proceedings and continuing through July 29,2002, shares of WorldCom group common stock and MCI group common stock 
traded on the NASDAQ National Market under the symbols “WCOM” and “MCIT,” respectively. On July 29,2002, WorldCom issued a press release 
announcing NASDAQ’s decision to delist the shares of the WorldCom group common stock and MCI Group common stock due to WorldCom’s July 21,2002, 
bankruptcy filing and the pending restatement of WorldCom’s financial statements. On July 30,2002, the shares of WorldCom group common stock and MCI 
group common stock commenced trading on the over-the counter (“OTC”) market under the symbols “WCOEQ and “MCWEQ.” Pursuant to the Plan, all 
shares of WorldCom group common stock and MCI group common stock were cancelled and rendered null and void on the Emergence Date. 

On July 14,2004, the new MCI common stock began trading on the NASDAQ National Market under the symbol ‘‘MCIP”. Prior to the listing date, the MCI 
common stock was trading on a “when issued” basis through April 19,2004 and after issuance, from April 20,2004 to July 13,2004 in the OTC market under 
the symbols “MCIAV” and “MCIA”. 

The following table sets forth the high and low bid quotations per share of WorldCom group common stock and MCI group common stock as reported on the 
OTC market from January 1,2003 through April 19,2004 and the MCI common stock from November 3,2003 through December 31,2004 as reported on the 
OTC market and the NASDAQ. The stock price information is based on published financial sources. OTC market quotations reflect inter-dealer prices, without 
retail mark-up, mark-down or commissions, and may not necessarily represent actual transactions. 

As of December 31,2004, there were 319,557,905 shares of MCI common stock issued and outstanding held by approximately 500 registered holders. 

WorldCom 
Group MCI Group 

Common Stock Common Stock MCI Common Stock“) 

Dividend 
Market High Low High Low High Low Rate ------- 

Sccond Quarter OT(’ 0.02 000 0.08 0.01 22.60 13.00 - 
Third Quarter NASDAQ - - - - 17.71 13.84 0.40 
Fourth Quarter NASDAQ - - - - 20.24 15.90 0.40 

(‘1 Share quotations include high and low bids for the “when issued” stock through April 19,2004 and after issuance, from April 20,2004 to July 13,2004, 
on the OTC market until July 14,2004. Thereafter, share quotations are for MCI common stock on NASDAQ. 
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Description of MCI Common Stock 

MCI is authorized to issue 3,000,000,000 shares of common stock having a par value of $0.01 (''Common Stock"). Pursuant to the Plan, approximately 296 
million shares of Common Stock were issued to settle claims of debt holders, 10 million shares were issued to settle the SEC civil penalty claim and 5.7 million 
shares were issued to settle the claims of general unsecured creditors. We expect to issue an additional 5.4 million shares of Common Stock to settle the 
remaining claims of the general unsecured creditors. In addition, approximately 1 1 million shares of Common Stock were reserved for issuance under the new 
MCI, Inc. 2003 Management Restricted Stock Plan (of which approximately 8.6 million were issued on the Emergence Date). In addition, the MCI, Inc. 2003 
Employee Stock Purchase Plan provides that we may issue approximately 2.2 million shares. These shares may be issued through open market purchases, from 
treasury shares or from authorized but unissued shares. 

1 Dividends 
I Pursuant to Section 5.07 of our Plan, on August 5,2004, the Board of Directors declared the amount of excess cash to be $2.2 billion. On the same date, the 

Board of Directors declared a cash dividend of $0.40 per share as a return of this shareholder capital. On September 15,2004, the Company paid $127 million to 
shareholders of record on September 1,2004. On October 15,2004, the Board of Directors authorized another return of shareholder capital distribution in the 
form of a cash dividend of $0.40 per share. The Company paid the dividend of $127 million on December 15,2004 to shareholders of record on December 1, 
2004. On February 11,2005, the Board of Directors approved a $0.40 per share dividend payment on March 15,2005 to shareholders of record as of March 1, 
2005. 

Pursuant to the terms of the Company's Merger Agreement with Verizon, shareholders will receive a special cash dividend in the amount of $4.10 per share (less 
the per share amount of any dividend declared by us during the period beginning on February 14,2005 and ending on the closing date of the merger) after the 
Merger Agreement is approved by the shareholders. 

Securities Authorized For Issuance under Equity Compensation Plans 

Pursuant to our Certificate of Incorporation, we are prohibited from issuing stock options for a period of five years from the Emergence Date. As of December 
31,2004, we had 3,358,222 shares common stock available for issuance as restricted stock awards pursuant to the MCI, Inc. 2003 Management Restricted Stock 
Plan. The MCI, Inc. 2003 Management Restricted Stock Plan was approved pursuant to the plan of reorganization and as such, did not require the approval of the 
security holders. On February 28,2005, we granted 3,333,767 shares of restricted stock awards pursuant to the MCI, Inc. 2003 Management Restricted Stock 
Plan. 

i 
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ITEM 6. SELECTED FINANCIAL DATA 

We derived the selected historical consolidated financial data presented below as of and for each of the five years in the period ended December 3 1,2004 from 
our audited consolidated financial statements and related notes thereto included elsewhere in this Annual Report on Form 10-K except for (i) Other Data: 
“Number of Employees” and year-end stock price, and (ii) the summarized statements of operations for the years ended December 3 I, 2001 and 2000 and 
balance sheet data as of December 31,2002,2001 and 2000, which were derived from our audited consolidated financial statements not included herein, as 
adjusted for discontinued operations. You should refer to “Management’s Discussion and Analysis of Financial Condition and Results of Operations” in Item 7 
of this Annual Report on Form 10-K and the notes to our consolidated financial statements for additional information regarding the financial data presented 
below, including matters that might cause this data not to be indicative of our future financial condition or results of operations. In addition, readers should note 
the following information regarding the selected historical consolidated financial data presented below. 

On July 21,2002, we and substantially all of our direct and indirect domestic subsidiaries filed voluntary petitions for relief under Chapter 11 of the 
Bankruptcy Code. Our plan of reorganization was confi ied by the Bankruptcy Court on October 31,2003. From the Petition Date to December 31, 
2003, our consolidated financial statements were prepared in accordance with SOP 90-7. The consolidated balance sheet as of December 31,2002 
segregates pre-petition liabilities subject to compromise from those pre-petition liabilities that are not subject to compromise and also from 
post-petition liabilities. Unless otherwise settled, liabilities subject to compromise are reported at the amounts expected to be allowed, even if they 
may be settled for lesser amounts. Liabilities not subject to compromise are separately classified as current and non-current. Our statements of 
operations for the years ended December 31,2004,2003 and 2002 do not include interest expense on debt subject to compromise subsequent to the 
Petition Date. Reorganization items include the expenses, realized gains and losses and provisions for losses resulting from our reorganization under 
the Bankruptcy Code, and are reported separately as reorganization items in our consolidated statements of operations for the years ended December 
31,2003 and 2002. In addition, cash used for reorganization items is disclosed separately in the consolidated statements of cash flows for the years 
ended December 31,2003 and 2002. During 2004, we made cash payments of $1.4 billion and issued 5.7 million shares to general unsecured 
creditors for the settlement of liabilities subject to compromise. 

We restated our previously reported consolidated financial statements for the fiscal years ended December 31,2001 and 2000. The restatement 
adjustments (including impairment charges) resulted in reductions of $17.1 billion and $53.1 billion in previously reported net income for the years 
ended December 31,2001 and 2000, respectively, and a net reduction of $0.8 billion to shareholders’ equity at January 1,2000. The selected 
historical consolidated financial data presented below includes all such restatements. 

The selected historical consolidated financial data presented below only includes loss per share information for the year ended December 31,2004, 
which is the period subsequent to our adoption of fresh-start reporting and application of a new equity structure. We do not believe that any 
historical earnings per share information prior to 2004 is relevant in any material respect to users of our financial statements because all existing 
equity interests issued prior to emergence were eliminated (without a distribution) upon the consummation of our confirmed plan of reorganization. 
In addition, the creation of the two class common stock structure (WorldCom group common stock and MCI group common stock) in July 2001 
would require a separate determination of net income or loss generated by the WorldCom group and MCI group in order to present earnings (loss) 
per share information. Primarily as a result of the extensive recreation of many of our historical financial entries that was required in order to 
complete our restatement process, many revenue and expense items cannot be allocated to the appropriate group, making a determination of separate 
net income or loss information for each group impracticable. 

Included in our net loss for 2004 are pre-tax property, plant and equipment and intangible asset impairment charges of $3.5 billion (after-tax $3.4 
billion). Given the market, business and regulatory 
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conditions, we reevaluated our financial forecasts and strategy in the third quarter of 2004 when it became apparent that these trends would continue 
into the future. Refer to “item 7-Management’s Discussion and Analysis of Financial Condition and Results of Operations-impairment Charges ” 
for additional discussion. 

During 2004, we identified certain non-core assets to be disposed of under SFAS No. 144, “Accounting for the impairment or Disposal of 
Long-Lived Assets,” (“SFAS No. 144”) which included: (1) our 19% equity interest in Embratel Participa@es S.A. and subsidiaries (“Embratel”), 
(2) Proceda Tecnologia e Informatica S.A. (“Proceda”), an information technology outsourcing company in Brazil, and (3) OzEmail Pty. Ltd 
(“OzEmail”), an Internet service provider providing dial-up, broadband and wireless products to Australian consumers and small business 
enterprises. On July 23,2004, we completed the divestiture of our interest in Embratel and received $400 million, recognizing a small gain on the 
sale within discontinued operations in our consolidated statement of operations. On December 2,2004, we completed the divestiture of Proceda for 
$3 million. On February 28,2005, we completed the divestiture of OzEmail for approximately $86 million and will record a gain of approximately 
$80 million in discontinued operations in our 2005 consolidated statement of operations. In accordance with SFAS No. 144 for all three of these 
operations, we reclassified revenue of $3.0 billion, $3.7 billion, $4.7 billion and $4.8 billion for the years ended December 31,2003,2002,2001, 
and 2000, respectively, and increased (decreased) OUT loss from discontinued operations in our consolidated statements of operations by $25 million, 
$57 million, $1.1 billion and $(3) million for the years ended December 31,2003,2002,2001, and 2000, respectively. Additionally, as a result of 
the sale of Embratel and Proceda, we removed approximately $3.8 billion of assets, approximately $2.3 billion of liabilities, and approximately $1.1 
billion in minority interest from our consolidated balance sheet as of the date of disposal. 

In June 2003, we decided and received bankruptcy approval to dispose of our MMDS business. MMDS included network equipment, licenses and 
leases utilized for the provision of wireless telecommunications services via Multichannel Multipoint Distribution Service. As a result, we 
reclassified to discontinued operations under SFAS No. 144 revenue of $13 million, $60 million and $93 million for the years ended December 31, 
2002,2001, and 2000, respectively, and increased our loss from discontinued operations in the consolidated statements of operations from MMDS 
by $55 million, $1.2 billion and $130 million for the years ended December 31,2002,2001, and 2000, respectively. We completed the sale in May 
2004 and received $144 million in cash for the assets, which was equal to their carrying value. 

Included in our net loss for 2002,2001 and 2000 are property, plant and equipment and goodwill and other intangible asset impairment charges of 
$5.0 billion, $12.8 billion and $47.2 billion, respectively. These charges were recorded as a result of experiencing continued significant decreases in 
projected revenue and operating profit and significant weakness in the business climate over this three-year period. We performed impairment 
analyses and calculated the fair value of our long-lived assets with the assistance of an independent third party valuation specialist using a 
combination of discounted cash flows and market valuation models based on competitors’ multiples of revenue, gross profit and other financial 
ratios. These impairment charges are shown separately as a component of operating loss within the consolidated statements of operations, excluding 
$1.6 billion, $1.2 billion and $249 million impairment charges for Embratel, MMDS and OUT wireless business, respectively, in 2001 which are 
included in discontinued operations. 

On July 1,2001, we acquired Intermedia for approximately $3.9 billion, including the assumption of approximately $2.0 billion of Intermedia’s 
long-term debt, pursuant to a merger transaction in which Intermedia became one of OUT subsidiaries. The results of Intermedia’s operations have 
been included in our consolidated statements of operations from the acquisition date. As part of the acquisition, we recorded $4.2 billion in 
goodwill, which we subsequently determined was impaired in 2001. Accordingly, as part of our impairment analysis and included in the amounts 
discussed above, we reduced the carrying value of goodwill associated with the Intermedia acquisition to zero. Included in the 2001 goodwill 
impairment charge was $1.5 billion related to our majority interest in Digex, acquired as part of our acquisition of Intermedia. 
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I 
We adopted fresh-start reporting under the provisions of SOP 90-7 as of December 31,2003. Upon adoption, our reorganization value was $14.5 billion and 
was allocated to our assets and liabilities. Our assets were stated at fair value in accordance with SFAS No. 141 and liabilities were recorded at the present value 
of amounts estimated to be paid. In addition, our accumulated deficit was eliminated, and our new debt and equity were recorded in accordance with distributions 
pursuant to the Plan. The adoption of fresh-start reporting had a material effect on our consolidated financial statements. As a result, our consolidated balance 
sheet as of December 31,2003 and 2004 included in this Annual Report on Form 10-K and our consolidated financial statements published for periods following 
December 31,2003 will not be comparable with those published before such date. 

Successor 
Company Predecessor Company 

As of or for the Year Ended December 31, 

2004 2003 2002 2001 2OOo 

(Dollan in Milhoons, except per share amount) 

$21,266 $ 28,493 32,913 $ 33,417 
36,530 

i ResultsofO~ratioas(‘l: J I 
Revenues $20,690 

31544 9,855 47,180 
* .,2om 23.606 27,818 

3,513 - 4,999 
8 ’(3.191) 8 660 - (4,324) (8,486) (49,293) 

(4,028) 22,469,3~ (8,939) (1  1,902) (47,228)@1 
ntinukd operations - 26 (43) (202) ~ (3,696) (574) 

Net (loss) income attributable to common shareholders (4,002) 22,211 (9,192) (15,616) (47,802)(@ 

Successor Company Predecessor Company 

As of December 31, 

2004 2003‘~’ 2002 2001 2000 

(In hlillions) 

S 2,820 S 1,290 $ 382 Cash and cash equivalents $ 4,449 $ 6,178 
Marketable securities 1,055 15 40 18 2 
Property, plant and equipment, net 6,259 11,538 14,190 2 1,186 24,477 
Total assets 17,060 27,470 26,762 33.7% 44,188 
Long-term debt, excluding current portion 5,909 7.1 17 1,046 29,310 17,181 
Liabilities subject to compromise - - 37,154 - - 
Minonty interests and preferred stock subject to comprormw - - 1,901 - - 
Mandatorily redeemable preferred secunues - 

F i i c i a l  Position: 1 

- - 1,855 752 
Shareholders’ equity (deficit) 4,230 8,472 (22.295) (12,931) 1.792 

Reflects the reclassification of Embratel, Proceda and OzEmail to discontinued operations in 2001,2002, and 2003. In 2000, the results of Embratel and 
Proceda were reclassified to discontinued operations, however, the results of OzEmail were not reclassified as we have determined that it is impracticable to 
do so. 
Excludes Embratel employees for all periods presented 
Income from continuing operations for 2003 includes a $22.3 billion reorganization gain due to the effects of our Plan upon the adoption of fresh-start 
reporting as of December 3 1,2003. Refer to Note 5 to our consolidated financial statements included elsewhere in this Annual Report on Form 10-K for a 
description of the components of the gain. 
The consolidated balance sheet as of December 31,2003 gives effect to the application of fresh-start reporting. Refer to Note 4 to our consolidated financial 
statements included elsewhere in this Annual Report on Form 10-K for the adjustments recorded upon adoption. 
Includes only the year-end price for new MCI common stock issued on the Emergence Date based on NASDAQ as of December 3 1,2004 and on a “when 
issued‘‘ basis as of December 31,2003. 
In 2004, we estimated the effects of amending our federal income tax returns for 1999 through 2003 to reflect the impact of the restatement of OUT 

previously issued consolidated financial statements. In connection with this work, an adjustment of $1.1 billion was identified that increased income tax 
expense and income tax benefit for the years ended December 3 I, 1999 and December 31,2000, respectively. The additional tax benefit for the year ended 
December 31,2000 has been reflected in the table above. Shareholders’ equity at December 31,2000 was not impacted. 

(2) 
(3) 

(4) 

(3 
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ITEM 7. MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS 

I 
I 
I 

The information in this Management’s Discussion and Analysis and elsewhere in this document contains certain forward-looking statements, which reflect our 
current view with respect to future events and&nancial per$ormance. Wherever used, the words “believes.” “estimates,” “expects,” “pIans,” “anticipates” and 
similar expressions identify forward-looking statements. Any such forward-looking statements are subject to risks and uncertainties that could cause our actual 
results of operations to differ materially from historical results or current expectations. See “Cautionary Statement Regarding Forward-Looking Statements” 
on page I and “item I-Business-Risk Factors.” 

Business Overview 

We are one of the world’s leading global communication companies, providing a broad range of services in over 200 countries on six continents. Each day, we 
provide Internet, data and voice communication services for thousands of businesses and government entities throughout the world and millions of consumer 
customers in the United States. We operate one of the most extensive communications networks in the world, comprising approximately 100,OOO route miles of 
network connections linking metropolitan centers and various regions across North America, Europe, Asia, Latin America, the Middle East, Africa and Australia. 
In addition to transporting customer traffic over our network, we provide value-added services that make communications more secure, reliable and efficient, 
and we provide managed network services for customers that outsource all or portions of their communications and information processing operations. 

Since April 2003, we have conducted our business primarily using the brand name “MCL” As part of our financial reorganization, our predecessor company, 
WorldCom, was merged with and into MCI in April 2004. References herein to MCI, we, our and us are to MCI, Inc. and its subsidiaries and the Predecessor 
Company unless the context otherwise requires. 

In March 2004, we realigned our operations into three new business segments and began operating under these segments in the second quarter of 2004. Effective 
with the realignment, our business segments are as follows: 

Enterprise Markets serves Global Accounts, Government Markets, and System Integrators. Global Accounts provides communications and 
network solutions to large multinational corporations requiring complex international network services. Government Accounts provides similar 
services to various government agencies. System Integrators serve customers through partnerships with third-party network solutions providers. In 
all cases, these services include local-to-global business data, Internet, voice services and managed network services. 

U.S. Sales & Service serves small, mid-sized and corporate customers. In addition, U.S. Sales & Service comprises MCI’s consumer operation 
which includes telemarketing, customer service and direct response marketing. 

International & Wholesale Markets serves businesses, government entities and telecommunications carriers outside the United States as well as 
the wholesale accounts previously included in Business Markets. 

On February 14,2005, Verizon, MCI and a wholly-owned subsidiary of Verizon entered into an Agreement and Plan of Merger. The Merger Agreement 
provides that, upon the terms and subject to the conditions set forth in the Merger Agreement, MCI will merge with and into the Verizon subsidiary, with Merger 
Sub continuing as the surviving person (or, in certain situations, as provided in the Merger Agreement, a wholly-owned corporate subsidiary of Verizon will 
merge with and into MCI, with MCI as the surviving person.) 
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I 
At the effective time and as a result of the Merger, MCI will become a wholly-owned subsidiary of Verizon and each share of MCI common stock will be 
converted into the right to receive (x) 0.4062 shares of Verizon common stock and (y) cash in the amount of $1.50 per share, which amount of cash and number 
of shares may be reduced pursuant to a purchase price adjustment based on MCI’s bankruptcy claims and for certain tax liabilities, on the terms specified in the 
Merger Agreement. The Merger Agreement also provides for payment of a special cash dividend in the amount of $4.10 per share (less the per share amount of 
any dividend declared by the Company during the period beginning February 14,2005 and ending on the closing date of the merger) of MCI common stock after 
the Merger Agreement is approved by the shareholders. All outstanding MCI stock-based awards at the effective time will be replaced by a grant of Verizon 
stock-based awards. 

Consummation of the Merger is subject to customary conditions, including (i) approval of the shareholders of MCI, (ii) expiration or termination of the 
applicable Hart-Scott-Rodino waiting period and receipt of certain other federal, state or international regulatory approvals, (iii) absence of any law or order 
prohibiting the closing, (iv) subject to certain exceptions, the accuracy of representations and warranties and the absence of any Material Adverse Effect (as 
defined in the Merger Agreement) with respect to each party’s business. In addition, Verizon’s obligation to close is subject to other conditions, including (i) 
absence of any pending US. governmental litigation with a reasonable likelihood of success seeking to prohibit the closing or to impose certain limitations, (ii) 
receipt of a bankruptcy order issued by the Unites States Bankruptcy Court for the Southern District allowing for the substitution of shares of Verizon common 
stock for shares of MCI common stock to satisfy certain bankruptcy-related claims, and (iii) receipt of an order issued by the United States District Court for the 
Southern District of New York relating to MCI’s Corporate Monitor and certain a f f m t i v e  obligations imposed by prior order of the United States District Court 
for the Southern District of New York. The Merger Agreement contains certain termination rights for both MCI and Verizon, and further provides that, upon 
termination of the Merger Agreement under specified circumstances, MCI may be required to pay Verizon a termination fee of $200 million. 

Consummation of the Merger will constitute a “Change of Control” under MCI’s outstanding Senior Notes, which will obligate the surviving person to make an 
offer to purchase such Notes within 30 days after the effective time at a purchase price equal to 101% of principal amount plus accrued interest. 

The communications industry has undergone significant changes in recent years, including severe price competition resulting in part from excess network 
capacity due to overbuilding and the substitution of email, instant messaging and wireless telephone service for traditional wireline voice communications. Other 
important changes in our industry are the entry of new competitors, such as Verizon and the other RBOCs into the long distance market, and cable television and 
other companies into the consumer telephony business. Also, there have been regulatory changes making it more difficult for competitive local exchange caniers 
like us to provide traditional telephone service, particularly to consumer customers, in competition with the RBOCs and other incumbent local exchange caniers. 
At the same time, technology changes are enabling the development of advanced networking services primarily based on IP communications and customer 
demand is increasing for such value-added services, including network monitoring, traffic analysis and management and comprehensive security solutions. MCI 
believes that consummation of the merger transaction will add new strength to the telecommunications services both companies provide and help the combined 
company better face these changing conditions. The merger will ensure that consumers and businesses will have a supplier with the financial strength to maintain 
and improve MCI’s Internet backbone network and will mean better service for enterprise customers by enhancing the combined company’s ability to compete 
for and serve large-business and government customers with a complete range of services, including wireless and the most sophisticated IP based services. See 
“Item I-Risk Factors-The merger with Verizon may not occur or, ifit does, may not provide all the anticipated benefits. ” 

On February 24,2005, we received a revised proposal from Qwest Communications International, Inc. to acquire us. Our board of directors announced that it 
would conduct a thorough review of the Qwest proposal. On March 2,2005, we announced our intention to engage with Qwest to review its February 24,2005 
proposal. This decision was made with the concurrence of Verizon. Subsequently, MCI and Qwest have been in ongoing discussions regarding Qwest’s proposal. 
These discussions are continuing as of the date of filing of this Annual Report on Form 10-K. 
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Voluntary Reorganization under Chapter 11, Restatements, Reclassifications and Adjustments to Previously Issued Consolidated Fmancial Statements 

On the Petition Date, WorldCom, Inc. and substantially all of its direct and indirect domestic subsidiaries filed voluntary petitions for relief in Bankruptcy Court 
under Chapter 11. On November 8,2002, WorldCom filed bankruptcy petitions for an additional 43 of its domestic subsidiaries, most of which were effectively 
inactive and none of which had significant debt. Between the Petition Date and the Emergence Date, the Debtors continued to operate their businesses and 
manage their properties as debtors-in-possession. In addition, most litigation against the Debtors was stayed. We emerged from banlavptcy on April 20,2004. 

In June 2002, we announced that, as a result of an internal audit of our capital expenditure accounting, it was determined that certain transfers from line cost 
expenses (also referred to as access cost expenses) to capital accounts during 2001 and the first quarter of 2002 were not made in accordance with GAM. We 
promptly notified Andersen, which had been our external auditor until May 2002, had audited our consolidated financial statements for 2001 and 2000, and had 
reviewed our interim condensed financial statements for the first quarter of 2002. On June 24,2002, Andersen advised us that, in light of the inappropriate 
capitalization of access costs, Andersen’s audit report on our consolidated financial statements for 2001 and its review of our interim condensed consolidated 
financial statements for the first quarter of 2002 could not be relied upon. We also promptly notified KF’MG, who had been retained in May 2002 as our external 
auditor, and engaged them to audit the consolidated financial statements for the years ended December 31,2001 and 2000. 

In conjunction with our restatement and through December 3 1,2002 a number of balances or entries recorded in the historical accounting records could not be 
supported or their propriety otherwise determined. Because there was no documentary support related to these items we were unable to determine the appropriate 
statement of operations line item to which such amounts should be applied. As a result, these amounts have been included within operating expense and noted as 
“Unclassified, net” in the consolidated statement of operations for the year ended December 3 1,2002. 

During 2004, we determined that we had recorded in error a restatement entry which had the effect of reducing accounts receivable by $301 million through a 
charge to expense in the year ended December 31,2000. The reported 2000 net loss of $48.9 billion should have been $48.6 billion, or 0.5% lower, and our 
assets of $44.2 billion should have been $44.5 billion, or 0.6% higher. In 2001, $35 million of the amount reversed and left a remaining $266 million 
understatement of accounts receivable as of December 31,2001. This situation remained unchanged until, as a result of the application of fresh-start reporting as 
of December 31,2003, the previously expensed $266 million was reversed in our statement of operations as a component of the $22.3 billion reorganization gain. 
Without this expense reversal, our 2003 net income of $22.2 billion would have been $21.9 billion, or 1.2% lower. As a result of the reversal of the expense in 
2003, the cumulative impact to our December 3 1,2003 consolidated retained earnings was zero. We assessed the impact on the 2000,2001 and 2003 statements 
of operations as well as the consolidated balance sheets as of December 31,2000,2001,2002 and 2003, and determined that the impact was not material to any 
period. 

The impact of this reduction of accounts receivable in the consolidated balance sheet as of December 31,2003 resulted in a misclassification of $266 million 
between accounts receivable and long-lived assets in our allocation of reorganization value under fresh-start reporting. To properly reflect the allocation of 
reorganization value as of December 31,2003, we have reflected a reclassification entry in our consolidated balance sheet as of December 31,2003, as presented 
herein, to reflect an increase of $266 million to our accounts receivable balance and reductions in our property, plant and equipment and intangible assets. 

The adjustment of this item also resulted in a decrease to our long-term deferred tax liability by $6 million which has been reflected in the consolidated balance 
sheet as of December 31,2003. 
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Impairment Charges 

We assess recoverability of our indefinite-lived and long-lived assets to be held and used whenever events or changes in circumstances indicate that their 
carrying amount may not be recoverable. Impairment analyses of long-lived and indefinite-lived assets are performed in accordance with SFAS No. 144, and 
SFAS No. 142, “Goodwill and Other Intangible Assets” (“SFAS No. 142”). Impairment evaluations are performed at the lowest asset or asset group level for 
which identifiable cash flows are largely independent of the cash flows of other assets or asset groups. We generate most of our cash flows from products and 
services that are principally delivered to customers over our integrated telecommunications network and related intangible assets. Therefore, evaluations are 
performed at the entity level, excluding discontinued operations and assets held for sale, as a single group. 

The industry is in a state of transition where traditional business lines are facing significant overcapacity in the marketplace, pricing pressures, changes in product 
mix, and customers’ continued efforts to recodigure and consolidate their networks in order to achieve lower overall costs and improved efficiencies. 
Concurrently, the industry is migrating to more advanced network technologies and primarily focused around Tp based platforms, and customers are requiring 
more advanced network services including network monitoring, traffic analysis, and comprehensive security solutions. The industry has also seen a general 
migration of customers from dial-up services to broadband and various wireless services. Additionally, our regulatory climate deteriorated due to a decision by 
the D.C. Circuit that invalidated the FCC’s February 2003 Triennial Review Order local competition rules, which set prices that incumbent providers could 
charge competitive providers such as the Company for UNE-P, an essential component of our Mass Market local phone service. Although several petitions were 
filed at the Supreme Court seeking review of the D.C. Circuit’s decision, the Solicitor General and the FCC declined to seek such review, and the Supreme Court 
subsequently denied the petitions. As of the date of our impairment test, the FCC had adopted interim unbundling rules (effective September 13,2004) to 
maintain certain ILEC unbundling obligations under interconnection agreements as they existed prior to the D.C Circuit’s mandate. As a result, our costs for 
providing this service were expected to increase significantly in 2005. Some of our competitors announced their intentions to exit from this market, and the cost 
increases may force us to reduce efforts to acquire new customers and withdraw from certain markets. We therefore anticipated that revenues from that segment 
would continue to decline. 

Given the market, business and regulatory conditions, we reevaluated our financial forecasts and strategy in the third quarter of 2004 when it became apparent 
that these trends would continue into the future. Updated cash flow and profitability projections and forecasts were developed taking into account both the 2004 
changes in the competitive landscape and the regulatory issues facing us. Our executives reviewed these projections with the Audit Committee of the Board of 
Directors during the third quarter. 

Based on the revised projections, we determined that an impairment analysis of our indefinite-lived and long-lived assets was required during the third quarter 
of 2004. In connection with this analysis, we evaluated our property, plant and equipment and definite and indefinite-lived intangible assets, including customer 
lists. We developed estimates of future undiscounted cash flows to test the recoverability of our long-lived and indefinite-lived assets. These estimates were 
compared to the carrying values of the assets, which resulted in the conclusion that we could not recover our carrying values through projected future operations. 
With the assistance of an independent third party valuation specialist, we further calculated the fair value of our long-lived and indefinite-lived assets based on 
the discounted cash flow analyses that utilized the revised management projections of revenues and profitability from September 1,2004 through 2009. These 
projections were used in various scenarios utilizing a weighted average cost of capital between 10%-14%, a 2% terminal growth rate, certain working capital 
assumptions and total entity value assumptions. 

We concluded that the carrying values of our definite-lived assets exceeded their estimated fair values by approximately $3.3 billion ($2.8 billion related to 
property, plant and equipment and $478 million related to definite-lived intangible assets) and the carrying value of an indefinite-lived asset exceeded its 
estimated fair 
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value by approximately $260 million. These amounts represented the difference between the calculated fair values of the assets and their associated carrying 
values, and were recorded as a separate component of operating expenses in 2004. Our management reviewed the results of the impairment analysis with the 
Board of Directors, and the Board of Directors approved the impairment charges on October 15,2004. 

As a result of the impairment charge of approximately $260 million to an indefinite-lived intangible asset, we recognized a $99 million tax benefit which 
reduced our long-term deferred tax liability as the impairment reduced the difference between the book and tax basis. The impairment charges, after taxes, 
contributed approximately $3.4 billion to our 2004 net loss (loss per share of $(10.64)). 

Discussion of Critical Accounting Policies 

Our discussion and analysis of our financial condition and results of operations are based upon our consolidated financial statements, which have been prepared 
in conformity with GAAP. The preparation of these financial statements requires management to make estimates and assumptions that affect the reported 
amounts of assets and liabilities and disclosure of contingent assets and liabilities at the date of the financial statements and the reported amounts of revenues and 
expenses during the reporting period. We evaluate our assumptions and estimates on an ongoing basis and may employ outside experts to assist in our 
evaluations. We believe that the estimates we use are reasonable; however, actual results could differ from those estimates. Our significant accounting policies 
are described in Note 2 to the consolidated financial statements included elsewhere in this Annual Report on Form 10-K. The following describes our most 
critical accounting policies: 

Accounting and Reporting During Reorganizntion 

We operated as debtors-in-possession from July 21,2002 to the Emergence Date and adopted the provisions of SOP 90-7 upon commencement of our 
Bankruptcy Court proceedings. Our consolidated financial statements for the periods from July 21,2002 through December 31,2002 and from January I, 2003 
through December 3 1,2003 have been prepared in accordance with the provisions of SOP 90-7. Interest was not accrued on debt subject to compromise 
subsequent to the Petition Date. Reorganization items include the expenses, realized gains and losses, and provisions for losses resulting from the reorganization 
under the Bankruptcy Code, and they are reported separately as reorganization items in our consolidated statements of operations. 

We adopted fresh-start reporting under the provisions of SOP 90-7 as of December 31,2003 and, accordingly, our reorganization value was allocated to our 
assets. Our assets were stated at fair value in accordance with SFAS No. 141 and liabilities were recorded at the present value of amounts estimated to be paid. 
Included in the allocation were estimates based on various assumptions and reflects our judgment based upon our prior pre-petition claims settlement history and 
the terms of our plan of reorganization and, if these assumptions prove incorrect, actual payments could differ from the estimated amounts. Changes in estimates 
and precontirmation contingencies are reflected in the statements of operations as they are determined, whereas changes in the allocation of fair values resulted in 
adjustments to the assets and liabilities. In addition, our accumulated deficit was eliminated, and our new debt and equity were recorded in accordance with 
distributions pursuant to the Plan. The adoption of fresh-start reporting has had a material effect on our consolidated financial statements. See Notes 4 and 5 to 
our consolidated financial statements included elsewhere in this Annual Report on Form 10-K for further discussion of the provisions of SOP 90-7. 

Revenue and Associated Allowancesfor Revenue Adjustments and Doubtful Accounts 

We recognize revenue when a sales arrangement exists, delivery has occurred or senices have been rendered, the sale price is fixed and determinable, and 
collectibility is reasonably assured. The preparation of our consolidated financial statements requires us to make estimates and assumptions that affect the 
reported amount of revenues and expenses for the periods presented. Specifically, management makes estimates of future customer credits through the analysis of 
historical trends and known events. Significant management judgments and estimates must be made and used in connection with establishing the revenue 
allowances associated with discounts earned on certain customer agreements, billing allowances for pricing changes and customer disputes. 
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The provisions for revenue adjustments are recorded as a reduction of revenue when incurred or ratably over a contract period. Since the revenue allowances are 
recorded as an offset to revenue, any future increases or decreases in the allowances will positively or negatively impact revenue by the same amount. 

Similarly, our management must make estimates regarding the collectibility of our accounts receivable. Management specifically analyzes accounts receivable, 
including historical bad debts, customer concentrations, customer creditworthiness and current economic trends, when evaluating the adequacy of the allowance 
for doubtful accounts. Increases or decreases in our allowance for doubtful accounts will impact our selling, general and administrative expenses. 

Access Costs 

Access costs are costs incurred for transmission of voice and data over other carriers’ networks. These costs consist of both fixed payments and variable amounts 
based on actual usage and negotiated or regulated contract rates. We expense access costs as incurred. Accordingly, at each balance sheet date, we record our best 
estimate. of the access costs incurred but not yet billed based on internal usage reports. Once we receive an invoice from a carrier, a process of reconciling that 
carrier’s invoice to our internal usage reports begins. In certain cases, this reconciliation process can take several months to complete. Once the reconciliation is 
complete, we agree with the carrier on the final amount due. In most cases, this process does not result in significant adjustments to our estimates. Accordingly, 
at each balance sheet date, we accrue access costs for estimated expenses that have not yet been billed by other carriers and for amounts for which the 
reconciliation of the carriers’ invoices to our internal usage reports has not been completed. Due to the complexity of the systems that capture usage information 
and the number of different negotiated and regulated rates, accounting for access costs requires a significant amount of estimation. 

Valuation and Recoverability of Long-lived Assets 

As of December 31,2004, property, plant and equipment represented $6.3 billion and intangible assets represented $1.0 billion of our $17.1 billion in total assets. 
Accounting for our long-lived assets requires certain significant estimates regarding their expected useful lives and recoverability. 

We record at cost our purchases of property, plant and equipment and other long-lived assets and those improvements that extend the useful life or functionality 
of the underlying assets. We depreciate those assets on a straight-line basis over their estimated useful lives. The estimated useful lives for transmission 
equipment is four to 30 years, five to nine years for telecommunications equipment, four to 39 years for furniture, fixtures, buildings and other property, plant 
and equipment, and three to six years for software. These useful lives are determined based on historical usage with consideration given to technological changes 
and trends that could impact our network architecture and asset utilization. Accordingly, in making these assessments, we consider the views of internal and 
outside experts regarding the impact of technological advances and trends on the value and useful lives of our network assets. We periodically reassess the 
remaining useful lives of our assets and make adjustments as necessary. When such an adjustment is required, we depreciate the remaining book value over the 
updated remaining useful life. Any increases or decreases in the remaining useful lives of our assets could have a significant effect on our consolidated results of 
operations in the future. 

We review our indefinite-lived intangibles for impairment annually or whenever events or circumstances indicate that the canying amount may not be 
recoverable. Property, plant and equipment and other definite-lived intangibles are evaluated for recovery under the provisions of SFAS No. 144. We operate an 
integrated telecommunications network. All assets comprising this network, related intangible assets, and the related cash flows are aggregated for the purpose of 
the impairment review because this aggregated level is the lowest level at which identifiable cash flows are largely independent of the cash flows of other groups 
of assets. This review requires us to make significant assumptions and estimates about the extent and timing of future cash flows, remaining useful lives, discount 
rates and growth rates. The cash flows are estimated over a significant future 
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period of time, which makes those estimates and assumptions subject to a high degree of uncertainty. We also utilize market valuation models and other financial 
ratios which require us to make certain assumptions and estimates regarding the applicability of those models to our assets and businesses. In addition, we engage 
independent third party valuation specialists to assist us in our determination of estimated fair values of our assets. 

Accourhgfor Income Taxes 

We recognize deferred income tax assets and liabilities for the expected future tax consequences of transactions and events. Under this method, deferred income 
tax assets and liabilities are determined based on the difference between the financial statement and tax bases of assets and liabilities using enacted tax rates in 
effect for the year in which the differences are expected to reverse. If necessary, deferred income tax assets are reduced by a valuation allowance to an amount 
that is determined to be more likely than not recoverable. We must make significant estimates and assumptions about future taxable income and future tax 
consequences when determining the amount of the valuation allowance. In addition, tax reserves are based on significant estimates and assumptions as to the 
relative filing positions and potential audit and litigation exposures related thereto. 

Consolidated Results of Operations 

Our industry continues to go through a state of rapid transition with excess capacity and technological change placing pricing pressures on traditional business 
lines. At the same time, advanced networking capabilities primarily focused on IP platforms are creating new services around network design, monitoring and 
comprehensive security solutions. Prior to 2002, our business was significantly expanded through numerous acquisitions and large capital expenditure programs 
which contributed to a sharp increase in our outstanding debt. In 2002, we filed for reorganization under the U.S. bankruptcy laws. As a result, we undertook 
various initiatives to lower our operating costs, including the reduction of headcount of approximately 47,000 from the end of 2001 to the end of 2004, the 
elimination of excess facilities, investment in automation, and billing platform integrations. In addition, we undertook various initiatives with the near-term 
objective of minimizing further decreases in our revenues, including focusing on the acquisition and retention of enterprise customers and continuing to invest in 
new products and services. We believe that the cumulative effects of our cost reduction efforts and the successful execution of our business strategy should 
enable us to improve our consolidated operating results. 

As a result of the FCC's new unbundling rules on remand from the D.C. Circuit in the Triennial Review Order proceedings, we have been forced to raise 
residential phone services prices in some markets and may be forced to pull out of others, and have reduced our sales efforts pending clarity on our future pricing 
structure. We may take more significant action once state proceedings, and appeals on the matter have been completed. 

We expect revenues to continue to decline in 2005. The most significant portion of the decline will be in our Mass Markets business within our U.S. Sales & 
Service segment, which still faces intense regulatory and competitive pressures. We may also experience declines in our wholesale business within our 
International &Wholesale Markets segment as we continue to strive to achieve higher margins in this business. 

Through July, 2004, we also owned approximately a 19% economic interest and a 52% voting interest in Embratel, which is a Brazilian voice and data 
communications company that is operated by its own management and employees. During 2004, we sold our interest in Embratel and received $0.4 billion. We 
also sold Proceda, our information technology outsourcing company in Brazil, during 2004. In July 2004, we began to market OzEmail, an Internet service 
provider providing dial-up, broadband and wireless products to Australian consumers and small business enterprises, for sale. On February 28,2005, we 
completed the divestiture of OzEmail for approximately $86 million. For 2004,2003, and 2002, all of the results of operations of Embratel and associated Latin 
American operations, E'roceda, and OzEmail that were previously included in our consolidated results from continuing operations were reclassified to 
discontinued operations. 
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Our 2003 and 2002 consolidated financial statements have been prepared in accordance with SOP 90-7, which requires an entity’s statement of operations to 
portray the results of operations of the reporting entity during Chapter 11 proceedings. As a result, any revenues, expenses, realized gains and losses, and 
provisions resulting from our reorganization are reported separately as reorganization items, except those required to be reported as discontinued operations in 
conformity with SFAS No. 144. 

The following table sets forth, for the periods indicated, our consolidated statements of operations (in millions): 

(Loss) income from continuing operations before income taxes, minority interests and cumulative effects of 
changes in accounting principles (3,508) 
I ncvnie tax cxpense 520 
Minority interests, net of tax - 

Successor 
Company Predecessor Company 

Year Ended December 31, 

2004 2003 2002 

22,118 (8,701) 
313 2.58 

(4) (20) 

Costs of services and products (excluding depreciation and amortization included below of $1,436, $1,938 and I 

I 

- I  

I -  



The following is a discussion of our consolidated results of operations for 2004,2003 and 2002. 

Revenues. Revenues are comprised of long distance voice, local voice, data and Internet services, as well as network technology solutions. We provide local, 
long distance and international voice communication services to our business customers. High-volume customers are connected to our global voice network 
through dedicated access lines, while lower volume customers are connected through switched access provided either by us or an ILEC. We also provide calling 
cards, voice messaging, speed dialing, and information service access to our business customers, as well as other value-added voice communication services 
such as VoIP. To our residential customers, we offer not only long distance, local, and high-speed Internet access services, but also bundled packages such as 
“the Neighborhood”, and various transaction services such as 1-800-COLLECT. Revenues derived from long distance and local voice services are recognized at 
the time of customer usage, and are based upon minutes of traffic carried and upon tariff or contracted fee schedules. 

Data services include utilization of our frame relay, asynchronous transfer mode and IF’ networks to provide high bandwidth data transmission services over both 
public and private networks. Revenues from data services are recorded at the time service is provided based on monthly service fees. Internet services include 
access services built around our global Internet backbone, Internet-based virtual private networks (“IP VPN”), PIP networks, and web hosting services. Revenue 
derived from Internet services is recognized at the time the service is provided. 

We also derive a portion of our revenues from the sale and installation of telecommunications equipment, including central office based remote access 
equipment. 

During 2004, revenues decreased by $3.6 billion as compared to 2003. Voice services decreased $2.0 billion in 2004 as compared to 2003. Long distance voice 
revenues declined $2.1 billion, primarily driven by lower rates and volumes which impacted revenues by $1.1 billion and $1.0 billion, respectively. Long 
distance revenues continue to be impacted by segment mix. While overall long distance volumes declined by approximately 5%, segment mix was negatively 
impacted by a 23% decline in Mass Markets, driven by our decision to close selected call centers. Local voice revenues increased $0.1 billion, primarily due to 
growth in our Mass Markets customer base during the first half of 2004. Due to recent regulatory decisions impacting our consumer business, we will be forced 
to raise residential local phone service prices in some markets in 2005 and may be forced to pull out of others. Data services revenues decreased $1.1 billion, 
mainly due to continued rate pressure and technology substitution to IP services. Internet services decreased $0.5 billion, mainly due to the general migration of 
customers from dial-up services to broadband services. Included in our revenue declines were increases of $0.3 billion and $0.1 billion ($66 million in the fourth 
quarter) attributable to changes in foreign currency exchange rates and changes in estimates and other items, respectively. 

During 2003, revenues decreased by $4.2 billion as compared to 2002. Voice services declined $1.4 billion reflecting lower retail and wholesale price levels from 
our business customers, which primarily resulted from the entrance of RBOCs into the long distance market, and lower rates in our consumer markets, which 
were due to product substitution to wireless phones, e-mail and prepaid cards, increased competition, and customer migration to lower-priced calling plans. We 
also experienced lower volumes in our subscription services, offset by higher wholesale volumes, and higher local volumes in our consumer market. The local 
volumes increased as we added customers while expanding the area in which we offer local services through using unbundled network elements in an increasing 
number of states. Data services revenues declined $1.4 billion primarily due to price decreases resulting from excess capacity in the marketplace and lower 
volumes due to weak market demand. Internet revenues decreased $1.4 billion mainly due to the general migration of customers from dial-up to broadband 
services, industry competition and pricing pressures negatively impacting both our wholesale and retail Internet services revenue. 

Operating Expenses 

Access costs. Access costs include costs incurred for the transmission of voice and data traffic over domestic and international networks that we do not own. 
Access costs also include contributions to the Universal 
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Service Fund (“USF‘) which are paid to a government-established agency, passed on to our customers and included in our revenues. Access costs as a 
percentage of revenues were 52% for 2004 as compared to 49% for 2003 and 47% for 2002. Access costs as a percentage of revenues increased in 2004 as 
compared to 2003, as declines in revenue driven by competitive rate pressure exceeded access cost reductions. In an effort to mitigate negative pricing trends, we 
continue to focus on an array of access cost reduction programs including circuit optimization and converting more traffic to our own network. 

The decrease in access costs of $1.3 billion during 2004 as compared to 2003 was driven in part by an 11% decline in domestic long distance volumes offset by 
increased outbound international volumes of 12% as well as increased international traffic outside of the US.  of 7%. We have experienced a positive trend in 
data and Internet circuit installs for the latter half of 2004, although associated access costs have declined by $0.5 billion as compared to 2003. Access cost 
reductions in 2004 were achieved by reducing special access circuit mileage costs, converting switched and dedicated traffic to our own network facilities, and by 
optimizing our international network. These 2004 cost savings initiatives were integral in reducing the average transmission costs per circuit from 2003 levels. 
Access costs were also reduced due to our restructuring efforts and contract rejections during our bankruptcy by $0.2 billion during the year. USF contributions 
decreased by $0.3 billion during 2004 as compared to 2003, which included the recognition in 2004 of a $68 million benefit regarding prior year contributions to 
the USF fund. 

The decrease in access costs of $1.3 billion during 2003 as compared to 2002 was partially due to OUT contract renegotiations as a result of our restructuring 
efforts and contract rejections during our bankruptcy that reduced access costs by $0.6 billion. Access costs were further impacted by an approximately $0.7 
billion decrease in access charges associated with our data, Internet and long distance voice business in the U.S., partially offset by a $0.3 billion increase in 
access charges associated with our local voice services. Other access cost changes included a $0.2 billion decrease in connection charges for international voice 
and data traffic originating in the U.S. and lower USF contributions of $0.1 billion. These access cost decreases were partially offset by changes in foreign 
currency exchange rates. 

We expect our access costs will continue to decline due to our continued cost containment initiatives. These reductions will be partially offset by increased access 
costs for our local voice service, as the decision of the D.C. Circuit on the Triennial Review Order and the FCC‘s rules on remand from that decision, combined 
with recent PUC mandated rate increases, will impact access costs in future quarters. 

Costs ofservices andproducts. Costs of services and products (“COSP) include the expenses associated with operating and maintaining our 
telecommunications networks, expenditures to support our outsourcing contracts, technical facilities expenses and other service related costs. COSP as a 
percentage of total revenue was 12% for the year ended December 31,2004 as compared to 11% for 2003 and 12% for 2002. 

The decrease in COSP of $0.3 billion in 2004 as compared to 2003 was primarily attributable to our continued focus on reducing our costs in line with our 
revenues. As a result, we experienced a decrease in outside services, repair and maintenance, and facility expenses totaling $0.1 billion, and a decrease of $0.1 
billion in salary expense due to force reductions, net of severance expense. In addition, our expenses declined by approximately $0.1 billion due to various other 
cost-cutting efforts. 

The decrease in COSP of $0.7 billion in 2003 as compared to 2002 was primarily attributable to initiatives to improve efficiency and better align our costs with 
our revenue levels. These initiatives resulted in decreased facility expenses of $0.1 billion, lower payments to marketing partners for customer awards and 
benefits of $0.1 billion as a result of lower total revenues, and a $0.3 billion reduction in personnel related costs and other general operating costs. COSP also 
decreased $0.2 billion due to reduced equipment sales. 

Selling, general and administruiive expenses. Selling, general and administrative (“SG&A) expenses include sales, customer service and marketing expenses, 
information services costs, bad debt expense, and corporate administrative costs, such as finance, legal and human resources. 

42 



We continued to incur reorganization items during 2004 and will incur reorganization items in 2005 for professional fees and other bankruptcy costs, although at 
lower levels than in 2003. As we adopted the provisions of fresh-start reporting on December 31,2003, for accounting purposes, reorganization expenses and 
changes in estimates of reorganization items previously accrued have been included in our 2004 SG&A expense. These expenses totaled $36 million for 2004 
and were primarily related to professional services related to our bankruptcy proceedings. 

The reduction in expense of $1.3 billion in 2004 as compared to 2003 was primarily related to changes in our business strategy, as well as continued cost-cutting 
and process improvement initiatives. During 2004, we reduced our advertising costs by $0.4 billion due to changes in our marketing strategy. We improved our 
collections of receivables from historical levels which resulted in a reduction in the estimate for bad debt expense. In addition, lower revenues and rate declines 
contributed to the lower bad debt expense of $0.3 billion during 2004. Compensation expense declined $0.3 billion during 2004, reflecting our force reductions 
and lower commission expenses. We experienced a decrease of $0.1 billion in outside services mainly due to the significant accounting fees that were incurred 
during 2003 to assist with our restatement efforts. During 2004, we recognized a $38 million benefit from international tax settlements, and in the fourth quarter, 
we recognized a $91 million gain on bankruptcy settlements and the adjustment of related reserves and realized benefits of $42 million for value added tax 
settlements. These decreases in expense were partially offset by increased severance expenses during 2004 of $0.1 billion related to our force reductions. 

The reduction in expense of $1.6 billion in 2003 as compared to 2002 was primarily due to lower personnel related costs of $0.6 billion reflecting a 3,700 
decrease in the number of our employees engaged in sales support and other administrative activities, as well as improvement in bad debt expense of $0.7 billion. 
The improvement in bad debt expense resulted from improved credit management efforts during 2003 and a charge in 2002 to bad debt expense related to the 
loan to our former chief executive officer Bernard Ebbers. SG&A expenses were also reduced as a result of our restructuring efforts that led to an improvement 
of $0.1 billion in facility costs, our lower revenue volumes that resulted in a reduction of $0.1 billion in billing expenses, and other operational improvements. 
These reductions in SG&A expenses were partially offset by increased advertising of $0.1 billion to support our Mass Markets business and increased 
professional services fees of $0.3 billion related to the engagement of several professional services firms to assist in our financial restatement efforts. 

Depreciation and unwrtizution Depreciation and amortization expense is primarily affected by the carrying value of our assets, which is directly impacted by 
our capital expenditure program and impairment charges. 

Depreciation and amortization expense decreased by $0.4 billion during 2004 as compared to 2003. The decrease in expense was primarily due to a reduction in 
our asset carrying values related to pretax impairment charges of $3.5 billion recorded in 2004. The impact of our impairment charges on depreciation and 
amortization expense was a reduction of approximately $0.3 billion, primarily realized during the fourth quarter of 2004. Additionally, lives of certain assets 
were shortened during 2003 for their expected early disposal which increased the expense associated with these assets in 2003 and resulted in a reduction of 
depreciation expense in 2004 by $0.1 billion as compared to 2003. As a result of the implementation of fresh-start reporting as of December 3 1,2003, fair values 
of our definite-lived intangibles such as customer lists increased, and the carrying values of our long-lived assets decreased, resulting in an increase in 
amortization expense of $0.1 billion in 2004 as compared to 2003, directly offset by a decrease in depreciation expense of $0.1 billion in 2004 as compared to 
2003. 

The decrease in depreciation and amortization expense of $0.6 billion during 2003 was principally due to the recognition of long-lived asset impairment charges 
of $5.0 billion in 2002, which reduced the asset carrying values. 

Depreciation expenses are also affected by the level of our capital expenditures, which were $1 .O billion, $0.8 billion, and $1.0 billion for 2004,2003 and 2002, 
respectively. Our reduced capital expenditures during these periods reflect reduced requirements for capacity and operating constraints resulting from 
bankruptcy. We 

43 



expect 2005 capital expenditures to be consistent with 2004 levels even as we accelerate our investment in new products and services and continue to improve 
the efficiency, functionality and reliability of our network as well as make other operational improvements. 

Zmpuinnent charges. During 2004, we recorded impairment charges of approximately $3.5 billion to adjust the carrying values of our long-lived assets and 
indefinite-lived intangible assets. Refer to “Management’s Discussion and Analysis of Financial Condition and Results of Operations-lmgaimnt Charges” for 
additional details of the impairment charges. During 2002, we recorded impairment charges of $5.0 billion to adjust the carrying values of our long-lived assets 
and indefinitelived intangible assets, consisting of $4.6 billion related to property, plant and equipment and $0.4 billion related to goodwill and intangibles. The 
decline in value for 2002 was driven by our pending bankruptcy filing, our disclosure of accounting and reporting irregularities and the resignation of senior 
officers. These events precipitated a lack of access to the capital markets and, therefore, a decrease in future projected cash flows. 

Operating (loss) income. For 2004, our operating loss was $3.2 billion on revenues of $20.7 billion, a decrease of $3.9 billion from operating income of $0.7 
billion on revenues of $24.3 billion in 2003. The principal factors underlying this decrease of $3.9 billion were impairment charges of $3.5 billion and lower 
operating income of $0.4 billion as the reduction in revenue of $3.6 billion was greater than the $3.2 billion reduction in our operational expenses. 

For 2003, our operating income was $0.7 billion on revenues of $24.3 billion, an improvement of $5.0 billion from an operating loss of $4.3 billion on revenues 
of $28.5 billion in 2002. The principal factors underlying this improvement include a decrease in impairment charges of $5.0 billion, a decrease of $1.6 billion in 
SG&A expenses, a decrease in access cost expenses of $1.3 billion, a decrease of $0.7 billion in COSP expenses and a decrease in depreciation and amortization 
expenses of $0.6 billion, partially offset by a decrease in revenue of $4.2 billion. 

Znterest expense. Interest expense increased $0.3 billion to $0.4 billion in 2004 from $0.1 billion in 2003, and decreased $1.3 billion to $0.1 billion in 2003 from 
$1 A billion in 2002. 

This increase in 2004 as compared to 2003 relates to the recognition of interest expense on our Senior Notes that were issued on the Emergence Date as well as 
the $1 14 million in non-cash interest expense related to the accretion of the discount on these Senior Notes recognized from January 1,2004 through the 
Emergence Date. No interest expense was paid or recognized in 2003 on our outstanding long-term debt during our bankruptcy. However, we continued to pay 
interest on our capital leases during 2003. 

The decrease in 2003 as compared to 2002 reflects approximately $2.2 billion that was not paid or accrued on our $30.7 billion of outstanding debt that was 
subject to compromise as a result of our bankruptcy filing on July 21,2002. 

Miscellaneous income, net. Miscellaneous income includes: interest income, results of our equity investments, and foreign currency translation gains and losses. 
In 2004 and 2003, miscellaneous income was $0.1 billion and was an expense of $2.2 billion in 2002. In 2004, interest income and foreign currency gains were 
offset by losses from our equity investments, while 2003 included income from our equity interests and foreign currency translation gains. In 2002, we 
recognized $2.3 billion for an SEC civil penalty claim which was settled upon our emergence from bankruptcy for a cash consideration of $500 million and the 
issuance of common stock with an assigned value of $250 million. 

44 



Reorgmiz&n &ems. From the Petition Date to our adoption of fresh-start reporting as of December 31,2003, we classified certain expenses as reorganization 
items in accordance with SOP 90-7. Reorganization items do not include any revenues or expenses that must be reported as related to discontinued operations. In 
the years ended December 31,2003 and 2002, we recorded reorganization items which totaled $22.1 billion of income and $0.8 billion of expenses, respectively. 
The following table sets forth the components of these items (in millions): 

Predecessor Company 

Year Ended 
December 31, 

2003 2002 

Contract rejection and lease termination expenses resulted from the rejection of executory contracts and leases as part of our financial reorganization under the 
bankruptcy laws. Employee retention and severance costs were incurred in connection with either retaining certain employees in order to complete our financial 
reorganization or reducing personnel levels as part of the restructuring of our business operations. These expenses were partially offset by interest income earned 
on our accumulated cash balances. 

The costs included in reorganization items reflect the cash and non-cash expenses recognized by us in connection with our reorganization and are separately 
reported on the face of our consolidated statements of operations as required by SOP 90-7. The cash expenditures for reorganization i tem in 2003 and 2002 
totaled $204 million and $114 million, respectively. 

In our 2003 consolidated statement of operations, we recognized a gain of approximately $22.3 billion resulting from the difference between the amounts 
distributed to creditors pursuant to our Plan and our carrying value. See “Discussion of Critical Accounting Policies-Accounting and Reporting During 
Reorganization” above and Notes 4 and 5 to our 2004 consolidated financial statements included elsewhere in this Annual Report on Form 10-K. The gain from 
the effects of the Plan and the application of fresh-start reporting was calculated as follows (in millions): 

Predecessor Company 

Year Ended 
December 31, 

2003 

Discharge of liabilities subject to compromise $ 37,532 
Discharge of preferred stock subject to compromise 436 
Issuance of new common stock (8,472) 
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Income tar expense. Income tax expense was $0.5 billion in 2004, and $0.3 billion in 2003 and 2002. During 2004, we recognized $0.6 billion in income tax 
expense primarily comprised of a $0.3 billion change in estimate related to our income tax contingencies as well as state income taxes, foreign income taxes, 
interest, and changes to foreign tax reserves from the effects of foreign currency exchange rates. Our 2004 federal income tax expense of $0.1 billion, generated 
as a result of impairment charges that are not currently deductible and certain limitations on our ability to use our net operating loss carryforwards, was entirely 
offset by a benefit from changes in our deferred tax balances. Offsetting our income tax expense was a benefit of $0.1 billion which resulted from our impairment 
charge to reduce the carrying value of our indefinite-lived intangible assets recorded in the third quarter. In addition, due to certain attribute reduction rules, we 
have reduced the tax basis of certain current assets by $1.5 billion, which will increase our current income tax expense as such assets are disposed. 

The provisions for income taxes in 2003 and 2002 were primarily attributable to taxes on the income of our international subsidiaries and the establishment of 
reserves for tax contingencies which resulted in a current period tax expense. Additionally, certain expenses in our consolidated statements of operations are not 
deductible for income tax purposes. In 2003, the recognition of the gain on reorganization resulted in a reduction of our valuation allowance from limitations of 
certain tax attributes resulting in the establishment of a long-term deferred income tax liability, and did not impact income tax expense for 2003. 

Income (2oss)from discontinued operations. Discontinued operations reflected the operating results of our Wireless, MMDS, Embratel, and Proceda businesses 
which were all sold prior to December 31,2004, as well as OzEmail, which we sold on February 28,2005. In 2004, income from discontinued operations 
primarily reflected the income from our OzEmail operations and the gain on sale of Embratel. In 2003 and 2002, the loss from discontinued operations resulted 
primarily from our investment in Embratel. 

Cumulative effects of changes in accounthgpnnciples. In 2003, we recorded a charge of $0.2 billion upon the adoption of SFAS No. 143, “Accounting for 
Asset Retirement Obligations (“SFAS No. 143”). In 2002, we recorded a charge related to the impairment of SkyTel’s channel rights upon the adoption of SFAS 
No. 142. 

Net (loss) income. For 2004, our net loss was $4.0 billion, a decrease of $26.2 billion from net income of $22.2 billion in 2003. This decrease primarily resulted 
from the $3.9 billion decrease in operating loss discussed above, a $22.1 billion gain from reorganization i t em related to our application of fresh-start reporting 
in 2003, a $0.3 billion increase in interest expense, and a $0.2 billion increase in income tax expense offset by income in 2004 from discontinued operations as 
compared to a loss in 2003 and the $0.2 billion cumulative effect of a change in accounting principle recorded in 2003. 

For 2003, our net income was $22.2 billion, a $31.4 billion change from a net loss of $9.2 billion in 2002. This change primarily resulted from a $22.9 billion 
change in reorganization items, a $5.0 billion improvement in operating income (loss), a $2.4 billion change in miscellaneous income (expense) and a decrease in 
interest expense of $1.3 billion. 

Segment Results of Operations 

In March 2004, we changed our segment reporting by realigning our previous business segments into three new business segments: Enterprise Markets, US. 
Sales &Service, and International & Wholesale Markets. Enterprise Markets serves the following customers which had been served by Business Markets in the 
past: global accounts, government accounts, MCI Solutions and Conferencing. U.S. Sales & Service serves the previous Mass Markets accounts and certain 
commercial accounts. International & Wholesale Markets serves customers internationally, as well as our wholesale accounts that were previously included in 
Business Markets. We began operating under these new segments during the second quarter of 2004. 

In addition, we developed methodologies to fully allocate indirect costs that were previously reported in Corporate and Other to the new business segments. 
These costs include expenses associated with the operation of our network, access costs and cost of services and products, indirect selling, general and 
administrative expenses, depreciation and amortization, impairment charges, and corporate functions. The allocation methodologies are based on statistical and 
operational data that is generated from our continuing operations. These amounts can fluctuate based upon the performance of the individual segments. 
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We have changed the way we manage our business to utilize operating income (loss) information to evaluate the performance of our business segments and to 
allocate resources to them. Accordingly, we have restated our results of segment operations data for 2003 into the new business segments for comparability with 
the current presentation. However, we determined that it was impracticable to restate our 2002 results into the new business segment structure. As such, we have 
only included discussion on segment data for 2004 and 2003 under the new segment structure. 

All revenues are generated through external customers from three main product and service categories: Voice, Data, and Internet. 

Our impairment charges recorded in 2004 were allocated to each of our business segments based on the same methodology used to allocate depreciation and 
amortization expense. Refer to “Management’s Discussion and Analysis of Financial Condition and Results of Operations-Impairment Charges” for additional 
details of the impairment charges. 

Financial information for each of our reportable business segments and revenue product lines is as follows: 

Enterprise Markets 

This segment includes Global Accounts, Government Markets, and System Integrators. Global Accounts provides communications and network solutions to 
large multinational corporations requiring complex international network services. Government Accounts provides similar services to various government 
agencies. System Integrators serves customers through partnerships with third-party network solutions providers. In all cases, these services include 
local-to-global business data, Internet, voice services and managed network services. 

For 2004 and 2003, the operating (loss) income of our Enterprise Markets segment was as follows (in millions): 

Uevenues: ‘ 
$1.830 VOlCe 

2,316 Data 
Internet 665 

> .  e - -  

Successor Predecessor 
Company Company - 

Year Ended December 31, 

2004 2003 - 
$ 1,893 

2,577 
859 

- I  
TotaI revenues 4,811 I - 5,329 
Costs of sales and servic 

Impairment charges 870 I 
- I  

Operating (loss) income $ 341 

Revenues. For 2004, Enterprise Markets revenues were 23% of our consolidated revenues as compared to 22% in 2003. Voice services revenues decreased due 
to rate declines across our entire voice business. Voice services revenues declined $63 million or 3% during 2004 as compared to 2003, driven primarily by 
market pricing pressures and customer contract rate changes in our long distance business which were centered in the Global and System Integrator channels. 
These declines were partially offset by growth in revenue from our local services. Global and System Integrators voice revenues declined by $36 million and $29 
million, respectively, during 2004 as compared to 2003, while Government voice revenues were stable. In 2004, voice pricing trends in the Global market 
showed signs of greater stability, a trend we expect to continue in 2005. 
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Data services revenues declined $0.3 billion or 10% during 2004 as compared to 2003. The decrease was driven by price erosion and product migration from 
traditional data to more efficient IP based technology. During 2004, revenue for traditional data services, which includes frame relay and point-to-point private 
line, declined by $0.2 billion or 12% as compared to 2003. In 2004, data pricing in the Global market showed signs of increasing stability, a trend we expect to 
continue in 2005. 

Internet services revenue declined $0.2 billion or 23% during 2004 as compared to 2003, primarily due to declines in the Global business, reflecting the general 
migration of customers from dial-up to broadband services. Internet revenue from dial-access technologies declined by $0.1 billion while revenue from PIP 
services and IP VPN increased by $34 million as compared to 2003. 

The Enterprise Market segment continues to focus on providing customer solutions with emphasis on local and wide area network management, integrating 
contact centers, hosting and comprehensive security services supporting our overall movement to IP-based platforms. Revenues in this portfolio increased by 
$39 million in 2004 as compared to 2003. These revenues are spread across the voice, data and Internet categories identified above. 

Costs of sales andservices Costs of sales and services were 61% and 60% of segment revenues for 2004 and 2003, respectively. The increase in costs as a 
percentage of revenue is driven by rate declines in our system integrators business. Actual expenses decreased by $0.3 billion during 2004 as compared to 2003, 
primarily due to force reductions and lower volumes. 

Selling, general and udminis&&*ve expenses. SG&A expenses decreased by $0.1 billion during 2004 as compared to 2003, primarily due to force reductions 

Operating (loss) income. For the year ended December 3 1,2004, Enterprise Markets had an operating loss of $0.5 billion as compared to an operating income of 
$0.3 billion for 2003. The operating loss was primarily attributable to $0.9 billion of impairment charges recorded during 2004, while decreased revenue was 
partially offset by lower costs. 

US. S&s & Service 

This segment serves our Mass Markets business, which includes subscription-based residential and certain small business accounts, and transactional products 
including 10-10-987, 10-10-220,1-800-COLLECT, MCI Prepaid card, and our Commercial Accounts business, which serves small to medium-size business 
accounts. Commercial Accounts also includes our SkyTel business, which provides wireless ernail, interactive two-way messaging, wireless telemetry services 
and traditional text and numeric paging to customers throughout the United States. 
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For 2004 and 2003, the operating (loss) income of our U.S. Sales & Service segment was as follows (in millions): 

Successor Predecessor 
Company Company 

Year Ended Deeember 31, 

2004 2003 

Impairment charges - 

- 
Revenues. For 2004, U.S. Sales & Service revenues were 44% of our consolidated revenues as compared to 46% in 2003. 

Mass Mudcets. During 2004, Mass Markets revenues were 56% of our total segment revenues, as compared to 57% in 2003. For 2004 and 2003, the amounts of 
product line revenues of our Mass Markets business were as follows (in millions): 

Successor Predecessor 
Company Company - 

Year Ended December 31, 

2004 2003 - 

$ 3,642 
1,627 

Subscription services 
1,ong distance voice ~cr\’iccs 
Local voice services 1.85 
Other services (includes data and Internet) 321 24 

4 
Total subscription services 4,376 5,293 
Transaction services 

- 
The decline in subscription service revenues of 17% during 2004 was primarily the result of continued long distance volume declines of $0.8 billion during 2004 
as compared to 2003, which was driven by customer loss. The average number of residential and small business long distance subscribers, which includes local 
customers who subscribe to long distance services, declined approximately 25% during 2004, as compared to 2003. Subscriber losses were driven by a decrease 
in sales attributed to the ongoing impact of “Do Not Call” regulations, heavy RBOC competition, and reduced advertising. The combined residential and small 
business long distance subscnber count at the end of 2004 was approximately 8.4 million. Rate declines totaling $0.3 billion also contributed to the decrease in 
long distance revenue during 2004 as compared to 2003. Rate declines were driven by increased competition and the continual migration of customers to new, 
lower-priced calling plans. 

Partially offsetting the declines in our long distance business were increases in local voice services revenues of $0.2 billion during 2004, driven by local 
subscriber growth in the first half of the year. On average, residential 
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and small business local customers increased by approximately 10% during 2004, as compared to 2003. We do not expect local customer growth to continue in 
the future as customer declines in the second half of 2004 as well as anticipated future declines due to an unfavorable regulatory environment, which is expected 
to drive costs and prices up, will likely drive down local customer levels in the future. The combined residential and small business local subscriber count at the 
end of 2004 was approximately 3.3 million. 

Our transaction services business is comprised of a dial-around product suite (1-800-COLLECT, 10-10-321, 10-10-220. 10-10-987) and prepaid card 
services. The decline of $0.4 billion during 2004 as compared to 2003 was mainly driven by volume declines in both our dial-around and prepaid business. 
These volume declines contributed $0.3 billion, and were a direct result of significant reductions in advertising spending and the continued declines in the overall 
wire-line long distance market. The remaining $0.1 billion in revenue declines can be attributed to average rate decreases, driven by product mix. 

In 2004, we continued to actively market local products where it was profitable. We are engaged in an ongoing evaluation of how the anticipated rise in UNE-P 
access costs will impact our future ability to profitably provide Mass Markets local subscription services. These cost increases may force us to withdraw 
UNE-P-based services from certain markets in 2005. As a result, new local service account installs and revenue may decrease from current levels in future 
periods. To mitigate the expected UNE-P access cost increases to our local subscription base, we are exploring alternatives to UNE-P through commercial 
agreements. Two such agreements were signed in 2004. 

Commercial Accounts. During 2004, Commercial Accounts revenues were 44% of our total segment revenues, as compared to 43% in 2003. For the years ended 
December 31,2004 and 2003, the amounts of product line revenues of our Commercial Accounts business were as follows (in millions): 

Successor Predecessor 
company Company - 

Year Ended December 31, 

Data 1,593 1,991 
Internet 723 $3 , 746 

Total Commercial Accounts Kevenuei $3,988 + -4,737 

Voice service revenues decreased $0.3 billion during 2004 as compared to 2003, primarily driven by a 9% reduction in long distance usage. Reduced usage was 
primarily a result of customer downsizing and consolidation, as well as product substitution. Rate erosion has also contributed to the decline in long distance 
revenues, where we have seen aggressive pricing in the marketplace, especially with the RBOCs in the mid and small-sized business markets. 

Data services revenues decreased $0.4 billion during 2004 as compared to 2003, primarily due to rate declines as a result of market pricing pressure and product 
substitution as customers moved from Frame to PIP networks. 

Internet services revenues declined slightly during 2004 as compared to 2003 due to rate compression and the migration from dial-up to broadband services. The 
decline was partially offset by the continued growth in our existing customer base, as well as the introduction of new products to both new and existing 
customers. 

We are beginning to see a growing trend for business customers converting their traditional frame and ATM networks to IP centric service, resulting in revenue 
growth of our IP VPN and PIP solutions, which increased revenue by $82 million during 2004 as compared to 2003. 
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The Commercial Accounts segment is expected to benefit from a growing focus on delivering solutions to customers in the areas of hosting, managed network 
services, security and contact center services. 

Costs ofsales and services. Costs of sales and services were 54% and 52% of segment revenues for 2004 and 2003, respectively. The increase in costs as a 
percentage of revenue was driven by rate declines and change in product mix. Actual expenses decreased by $0.8 billion for 2004 as compared to 2003. The 
decrease was due to lower access costs, lower payments to marketing partners for customer awards, and force reductions. 

Selling, general and administrah’ve expenses. SG&A expenses decreased by $0.9 billion for 2004 as compared to 2003. Our SG&A costs have decreased due to 
lower advertising costs, headcount reductions in our call centers and support functions, and lower billing costs due to the increasing mix of direct-billed 
customers. During 2004, SG&A was also impacted by lower bad debt expense, primarily resulting from lower revenues. 

Operating (loss) income. For the year ended December 31,2004, U.S. Sales & Service had an operating loss of $1.3 billion as compared to operating income of 
$0.6 billion for 2003. The operating loss was primarily attributable to approximately $1.6 billion of impairment charges recorded in 2004. In addition, U.S. Sales 
& Service experienced lower revenues due to changes in product mix and rate compression, but these lower revenues were only partially offset by decreases in 
costs of sales and services and selling, general, and administrative expenses. 

International & Wholesale Markets 

This segment serves our domestic and international wholesale accounts, as well as retail business customers in Europe, the Middle East and Africa (collectively 
“EMEA), the Asia Pacific region, Latin America and Canada. The segment provides telecommunications services, which include voice, data services, Internet 
and managed network services. 

For 2004 and 2003, the operating loss of our International & Wholesale Markets segment was as follows (in millions): 

Successor Predecessor 
Company Company - 

Year Ended December 31, 

2004 2003 

- I  

- I  

-I - 
51 



Revenues. For 2004, International & Wholesale Markets revenues were 33% of our consolidated revenues, as compared to 32% in 2003. For 2004 and 2003, the 
amounts of product line revenues of our International and Wholesale business were as follows (in millions): 

Successor Predecessor 
Company Company 

Year Ended December 31, 

2004 2003 - 
Interuationak 

5 
8 D'ata 

lnternct 3 

' 3,756 Total International Revenues 

'1,952 
Wholesale: 
Voice 
Data !,514 
Internet 600 

Total Wholesale Revenues i 4,066 

1 -  

Voice I 

.- f '  1 

Total International & Wholesale Markets Kevenucs - 7  e $6,804 .$ 1,822 

Znternational Revenues. During 2004, International revenues were 54% of our total segment revenues, as compared to 48% in 2003. We experienced rate 
declines in each product area during 2004, which were offset by favorable foreign exchange rate movements of $0.3 billion, resulting in an overall International 
revenue decline of $0.1 billion in 2004 as compared to 2003. 

International voice services revenues increased $0.1 billion during 2004 as compared to 2003. In the International segment, average US. dollar equivalent billing 
rates for voice were stable in 2004 as compared to 2003 due primarily to the impact of foreign exchange rates, which increased the average billing rate by 7%. 
Excluding the impact of foreign exchange rates, average voice rates declined 8% in 2004 as compared to 2003. This decline was offset by higher voice volumes, 
which increased 3% or 1.5 billion minutes during 2004 as compared to 2003. In addition, voice revenues were positively impacted by an increase in higher rate 
mobile traffic and sales in countries with higher rate structures, primarily in the first quarter of 2004. 

International data and Internet services revenues each decreased $0.1 billion during 2004 as compared to 2003 as a result of rate compression and the general 
migration of customers from dedicated-access and dial-up Internet access services to DSL-type access services. Competition and pricing pressures continued to 
negatively impact data and Internet revenues during 2004. 

Approximately 8 1% of our revenue in EMEA is focused in the United Kingdom, Germany, France, Belgium, the Netherlands and Sweden. In Asia, revenues are 
heavily concentrated in Australia, Hong Kong, Japan, Singapore and India. During 2004, we implemented agreements to provide enhanced Internet related 
services with key suppliers in China and India. 

We expect pricing and margin pressure to continue. Price competition from the local incumbent carriers has intensified during 2004. To react to these conditions, 
we are focusing our emphasis on large retail customers with global communications needs. 

Wholesale Revenues. Wholesale revenues relate to domestic wholesale services, which include all wholesale traffic sold in the United States, as well as traffic 
that originates in the United States and terminates in a different country. During 2004, Wholesale revenues were 46% of our total segment revenues, as compared 
to 52% in 2003. Wholesale revenues decreased $0.9 billion during 2004 as compared to 2003. This decrease was the result of pricing pressures, overcapacity, 
continued industry bankruptcies, and the elimination of certain incentive discounts. 
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Wholesale voice services revenues decreased $0.3 billion during 2004 as compared to 2003, primarily as a result of pricing pressures. Volumes were down 3% in 
2004 as compared to 2003, mainly due to several customers who migrated traffic to their own networks. Declines in our local dial tone service business also 
contributed to our overall decreases in voice revenues. 

Wholesale data services revenues decreased $0.4 billion during 2004 as compared to 2003, primarily due to continued price compression as a result of 
overcapacity in the marketplace, migration of carriers to their own networks and overall lower demand levels. Additionally, as some of our customers 
experienced financial difficulties, they reduced their demand for network capacity. 

Due to a general industry shift from dial-up Internet access to broadband services, wholesale Internet services revenues decreased $0.2 billion during 2004 as 
compared to 2003. Volume decreased by 19% while rates continued to decline as a result of contract renegotiations. 

Costs of sales and services. Costs of sales and services were 79% and 74% of segment revenues for 2004 and 2003, respectively. Costs decreased by $0.4 billion 
during 2004 primarily due to lower revenues. Wholesale access expense across the segment increased as a percentage of segment revenues due to product mix 
and rate pressures. Reducing the high cost of International access continued to be a challenge in 2004, as we continued to rely on dominant, incumbent carriers 
for local loop access. Our costs also decreased due to force reductions and lower repairs and maintenance expense, which were partially offset by severance 
expenses. International costs were also affected by changes in foreign currency exchange rates that increased U.S. dollar equivalent costs by approximately $0.2 
billion for 2004. 

SeUing, general arul adm'nistrutive expenses. SG&A expenses decreased by $0.3 billion for 2004, as compared to 2003. This decrease was a result of 
management actions to gain efficiencies through lower headcount as well as reduced bad debt expense, resulting from lower revenues and successful collection 
efforts. In addition, the International business received a benefit from favorable consumption tax settlements during 2004. These decreases were offset by 
severance expenses incurred as a result of our force reductions and changes in foreign currency exchange rates that increased U.S. dollar equivalent costs by 
approximately $0.1 billion for 2004. 

Operating loss. For the year ended December 31,2004, International & Wholesale Markets had an operating loss of $1.4 billion as compared to $0.3 billion for 
2003. The operating loss for 2004 was primarily attributable to approximately $1.0 billion of impairment charges recorded in 2004. Additionally, increases in 
operating loss were driven by lower revenues that were not fully offset by reductions in costs of sales and services and SG&A expenses. Similarly, the operating 
loss for the year 2003 was attributable to revenues declining faster than costs, primarily due to rate compression across all products. 

Financial Condition 

As a result of our business activities through 2004, including our emergence from bankruptcy and significant payments to settle bankruptcy claims, divestiture of 
non-core assets, and the recording of impairment charges, our consolidated balance sheet has significantly changed since year-end 2003. Included in the 2004 
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change was the removal of Embratel’s assets and liabilities upon disposition. The components of Embratel’s balance sheet as of December 31,2003 are identified 
in Note 17 to our consolidated financial statements included elsewhere in this Annual Report on Form 10-K. The following table sets forth the consolidated 
balance sheet as of the dates indicated (in millions): 

Successor Company 

A5 of December 31, 

- . I  i t c  * f $17,060 $27.470 - -  
andShareholders’Equity: L , 

CurrEnt ,liabilities $ 6,203 $ 8,810 
Long-term debt, excluding current portion I i‘ 4 .s,909 7,117 
Other long-term Iiahiliue 718 3,07 1 
Shareholders’ equity I .  4,230 8,472 

Cash and cash equivalents. Cash and cash equivalents decreased by $1.7 billion from December 31,2003, primarily due to a net $1.0 billion of marketable 
securities that were purchased during 2004. Cash and cash equivalents also declined due to payments of bankruptcy claims since our Emergence Date in the 
amount of $1.4 billion, capital expenditures of $1.0 billion, removal of Embratel’s cash balance (approximately $0.6 billion as of December 3 1,2003) and 
payments of dividends and interest of approximately $0.5 billion, partially offset by the collection of $0.6 billion from the sale of assets and $0.8 billion from 
cash flows from operations during 2004, which is net of the payment of $1.4 billion in bankruptcy claim payments in 2004. Refer to “Management’s Discussion 
and Analysis of Financial Condition and Results of Operations-Liquidity and Capital Resources” for further details. 

Marketable Securities. Marketable securities increased by $1.0 billion from December 31,2003 as we sought to increase the rate of return on our invested cash 
through direct investments in government securities, commercial paper, corporate bonds and certificates of deposit. 

Other current assets. Other current assets decreased by approximately $2.7 billion from December 3 1,2003, primarily due to a decrease in net accounts 
receivable of approximately $1.5 billion (including the elimination of Embratel’s accounts receivable balance which was approximately $0.6 billion as of 
December 3 1,2003) from better collections and lower revenues, a reduction of $I .O billion in deferred income taxes from changes in our federal and state tax 
provisions, and a decrease of $0.2 billion from sales of non-core assets included as assets held for sale as of December 31,2003. 

Long-term assets. Long-term assets, primarily property, plant, and equipment and intangibles, decreased by approximately $7.0 billion from December 31, 
2003 due to impairment charges of approximately $3.5 billion recorded in 2004, the elimination of Embratel’s long-term assets (approximately $2.9 billion at 
December 31,2003), depreciation and amortization expense of $1.9 billion and a decrease in other assets of $0.2 billion net of Embratel’s balance. These 
decreases were offset by capital expenditures of approximately $1.0 billion in 2004 and an increase in our long-term deferred income tax asset of $ O S  billion. 

Current liabilities. Current liabilities decreased by approximately $2.6 billion from December 3 I, 2003, due to the elimination of Embratel’s liabilities 
(approximately $1.2 billion as of December 31,2003) and a decrease 
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of approximately $1.4 billion in our liabilities. Our decrease was primarily due to payments of approximately $1.4 billion to creditors and $1.1 billion in other 
reductions of accrued expenses from lower operating expenses, which were offset by increases of $0.5 billion for accrued taxes related to contingencies and 
federal, state, and international tax provisions and $0.6 billion relating to current deferred income tax liabilities. 

Long-term debt. Long-term debt decreased by approximately $1.2 billion from December 31,2003, primarily due to the removal of Embratel's debt obligations 
from our consolidated balance sheet. 

Other long-term liabilities. Other long-term liabilities decreased by approximately $2.4 billion from December 31,2003, primarily due to the elimination of 
Embratel's minority interest (approximately $1.2 billion as of December 31,2003) and a $1.2 billion decrease in deferred tax liabilities for changes in our federal 
and state tax provisions. 

Liquidity and Capital Resources 

Current Liquidity 

The table below is a summary of our cash, cash equivalents and marketable securities as of December 31,2004,2003, and 2002 (in millions): 

Predecessor 

Successor Company Company 

As of December 31, 

2004 2003 2002 - - 

The table above shows Embratel's cash and cash equivalents as of December 31,2003 and 2002 included in our consolidated balance sheet. Throughout the 
period of our ownership of an equity interest in Embratel, it was not a wholly-owned subsidiary and was operated by its own management and employees. 
Consequently, our ability to access Embratel's cash and cash equivalents for our corporate purposes was significantly limited. On July 23,2004, we completed 
the sale of our 19% economic interest and 52% voting interest in Embratel, and realized proceeds of approximately $0.4 billion. 

During 2004, we purchased approximately $1.1 billion in marketable securities, which were classified in our consolidated balance sheet as current assets. These 
securities include commercial paper, certificates of deposit, U.S. government securities, and corporate bonds. We expect to continue to increase these amounts 
during 2005 to achieve higher returns on our available funds. 

Our principal cash needs consist of capital expenditures, debt service, dividends, acquisitions, and payments made pursuant to the plan of reorganization. The 
Plan included the payment of approximately $2.6 billion in cash to settle certain creditor claims. Some payments were made prior to our emergence from 
bankruptcy and some expected payments will not be made as a result of some claims being reduced since the Plan was confirmed. As of December 31,2004, our 
estimated remaining cash payments to settle pre-petition creditor claims were approximately $0.8 billion. 
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Section 5.07 of the Plan required the Board of Directors to conduct a review of our cash needs, including amounts that may be necessary to satisfy all claims to 
be paid in cash pursuant to the Plan, and that any excess cash be utilized in accordance with our best business judgment to maximize shareholder value. On 
August 5,2004, the Board of Directors completed its review and declared the amount of excess cash to be $2.2 billion. The Board of Directors decided to 
distribute a portion of the excess cash through a return of capital and declared cash dividends of $0.40 per share payable on September 15,2004 and December 
15,2004, resulting in total payments of $0.3 billion of dividends on our common stock during 2004. On February 11,2005, the Board of Directors approved a 
quarterly dividend of $.40 per share payable on March 15,2005 to shareholders of record as of March 1,2005. Shareholders will receive a special cash dividend 
in the amount of $4.10 per share (less the per share amount of any dividend declared by us during the period beginning on February 14,2005 and ending on the 
closing date of the merger) after the Merger Agreement is approved by the shareholders. 

Our capital expenditures were $1.0 billion in 2004 and we expect our capital expenditures to be approximately $1.0 billion in 2005. Our expenditures will focus 
on enhancements to the efficiency, functionality and reliability of our network operations, improvements in customer service and the development of additional 
value-added services. Included in our capital expenditures will be investments in building next-generation services and achieving IP leadership. These 
objectives will be achieved by beginning deployment of a new IP core and multi-service edge which enables migration of services to a common E’ Core; 
converged packet access which enables logical I automated service provisioning and enables Telco access cost reductions; ultra long haul technology which 
provides more cost effective transmission by reducing the number of network elements by 70 percent and also enables the wavelength services product; and 
enhancing our data center architecture with utility and grid computing capability. Additionally, we may expend capital for acquisitions of businesses or 
technology that will enhance our products or services. On January 20,2005, we announced the acquisition of NetSec, for approximately $105 million in cash and 
completed the acquisition on February 25,2005. 

In 2004, our debt service obligations primarily consisted of interest payments on the $5.7 billion principal amount of Senior Notes that were issued upon our 
emergence from bankruptcy. Interest on the Senior Notes is payable semi-annually on May 1 and November 1,  beginning November I, 2004, with interest 
accruing contractually from April 20,2004. On November 1,2004, we made the first interest payment of approximately $0.2 billion on the Senior Notes. The 
Senior Notes consist of three separate issues with maturities of three, five and ten years. 

The interest rates on the Senior Notes were subject to adjustment depending upon the ratings assigned to the Senior Notes by Moody’s Investor Service, Inc. 
(“Moody’s”) and Standard & Poor’s Corporation (“S&F”’) as set forth in the indentures under which the Senior Notes were issued. In December 2004, Moody’s 
issued a B2 rating and S&P issued a B+ rating on the Senior Notes. As a result, the interest rate on the obligations was raised by 1% effective December 15,2004 
which will result in an additional $57 million of interest expense in 2005. The current weighted average interest rate on the Senior Notes is 7.7%, resulting in 
annual interest payments of approximately $0.4 billion. 

The Senior Notes are subject to covenants that limit our ability to make certain cash distributions based on our cumulative net income or loss since the Issue 
Date. The impairment charges recorded during the third quarter of 2004 will not affect our ability or our current plans to continue to distribute excess cash 
pursuant to Section 5.07 of the plan of reorganization to our shareholders in the form of quarterly dividends until such excess cash is fully utilized. In addition, if 
the excess cash is fully paid out to shareholders, any further dividends will be limited by the covenants in the indentures for the Senior Notes, which generally 
restrict dividends and certain other payments to an amount equal to 50% of cumulative adjusted net income since April 2004 (or minus 100% of cumulative 
losses) plus proceeds of equity offerings. Consequently, further dividends may not be possible as long as the Senior Notes or other debt instruments with similar 
covenants remain outstanding. As of December 31,2004, we did not have any retained earnings available for distribution. Pursuant to the terms of our Merger 
Agreement with Verizon, shareholders will receive a special cash dividend in the amount of $4.10 per share (less the per share amount of any dividend declared 
by us during the period beginning on February 14,2005 and ending on the closing date of the merger) after the Merger Agreement is approved by the 
shareholders. 
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We believe that our principal source of funds will be cash generated from our operating activities despite anticipated declines in revenues. In addition, we expect 
to continue the process of divesting non-core investments and other assets. 

We believe that our available cash and marketable securities, together with cash generated from operating activities and asset sales, will be more than sufficient 
to meet our liquidity requirements through at least 2006. 

Bank Facilities 

As an additional source of liquidity during our bankruptcy, we entered into a Sexuor Secured Debtor-in-Possession Credit Facility (the ‘‘DIP Facility”). On the 
Emergence Date, there were no outstanding advances under the DIP Facility. We did have letters of credit outstanding under the DIP Facility. 

On the Emergence Date, the DIP Facility was terminated. Approximately $100 million in letters of credit were rolled over to new letter of credit facilities entered 
into with JPMorgan Chase Bank, Citibank, N.A. and Bank of America, N.A. (the “Letter of Credit Facilities”). On October 12,2004, the Commitment under the 
Letter of Credit Facilities was increased from $150 million to $300 million. None of the additional amount has been used as of the date of this filing. In addition, 
we pay a facility fee under the Letter of Credit Facilities equal to .05% per annum of the amount of the Commitment (whether used or unused). If any fee or other 
amount payable under any Letter of Credit Facility is not paid when due, additional interest equal to 2% per annum plus the federal funds rate (determined in 
accordance with such Letter of Credit Facility) will be incurred on the overdue amount. The Letter of Credit Facilities mature in April 2005. As of December 31, 
2004, under the Letter of Credit Facilities, we had $137 million in letters of credit outstanding, $162 million in availability, and $1 million reserved for issuance. 
As of December 3 1,2004, $144 million in cash has been pledged as collateral for our outstanding letters of credit and this cash has been classified as restricted 
cash in other current assets in the consolidated balance sheet. 

We may arrange a revolving credit facility to support our letter of credit requirements and as an additional source of liquidity. The revolving credit facility would 
replace the Letter of Credit Facilities. 

Historical Cash Flaws 

During 2004,2003 and 2002, our cash flows were as follows (in millions): 

Operating activities .$ 792 
investing activities (1.566) 
Financing activities (553) 
Net change in cash and cash ecpvalents from discontinued operations (602) 

Successor 
Company Predecessor Company 

Year Ended December 31, 

$3,528 $ (102) 
(530) (147) 

19 1,626 
34 1 153 

Net (decrease) increase in  cash and cash equivalents $3,358 $ 1,530 



The following discussion of cash flows provided by (used in) operating, investing, and financing activities excludes the impact of discontinued operations which 
is discussed separately. 

Net Cash Flows Provided by (Used in) Operating Activities 

For the years ended December 31,2004,2003 and 2002, net cash provided by (used in) operating activities was $0.8 billion, $3.5 billion, and $(0.1) billion, 
respectively, and was comprised of the following (in millions): 

Successor 
Company Predecessor Company 

Year Ended December 3% 

OPERATING ACTIVITIES I >  
$(4,002)1 $ 22,211 $ (9,173) Net (loss) income 

I -  - 
Net cash provided by (used in) operating activities $ 792 I $ 3,528 $ (102) 



Further, the following table identifies significant net changes in OUT working capital displayed above during the years ended December 31,2004 and 2003, but 
excludes data for 2002, the development of which, was determined to be impracticable (in millions): 

Decrease inaccounts payable and accrued access costs . (1,053) 
Other current liabilities 
Paymittof .?+= p e d t y  (500) 

61 
495 

Increase (decrease) in accrued interest 
Idciease in income taxes payable 
Decreax in other taxes (101) 
(Decease) increase in accrued reorganization expenses (147) 
Decrease in advance billings and deterred revenue (125) 
Other decreases (45 1) 

Successor Predecessor 

Company ampany 

Year Ended December 31, 

(151) 

(10) 
242 
(52 )  
106 

(228) 
(418) 

- 

m4 2003 

19 
29 35 I (83) 

Decrease in prepyd expenses 
OLhb d&s (inmakes) 

I -  

$&unts payable and accrued access costs 
Decrease i n  accounts payable $ (909) $ (141) 
Decrease in acdrued access costs . <  ( 144) 

I 

I -  
Decrease in other current liabilities 
Increase in other non-current liabilities 

For 2004, we generated $0.8 billion in cash from operations. We had a net loss of $3.9 billion, which included non-cash charges for impairment of 
approximately $3.5 billion, depreciation and amortization of $1.9 billion, and a bad debt provision of $0.6 billion. Cash from operations was negatively affected 
by decreases in our liabilities totaling $1.8 billion which were partially offset by decreases in our assets totaling $0.5 billion. Additionally, cash from operations 
was lower than 2003 due to lower revenues that were not fully offset by reductions in operating expenses. 

Our liabilities decreased $1.8 billion as compared to 2003. The decrease was attributable to a decrease in our accounts payable and accrued access costs of $1.1 
billion during 2004 due to lower accruals for reduced spending on certain operating expenses such as advertising and professional fees. Force reductions during 
2004 reduced accruals for salary and benefit expenses, and cost-cutting initiatives reduced access costs and related accruals. Additionally, liabilities decreased 
from an SEC penalty payment of $0.5 billion and from the reduction of $0.8 billion from other accruals primarily resulting from our bankruptcy settlement 
payments. These decreases were offset by the increase in accrued interest and income taxes payable of $0.6 billion. Interest expense for our Senior Notes was 
recognized and accrued in 2004, but not in 2003. Accrued income taxes increased for higher tax exposures related to liabilities for certain tax contingencies. 
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Offsetting the cash used for liabilities was a decrease in our assets from cash collections. Our accounts receivable decreased $0.9 billion during the year ended 
December 31,2004 primarily due to improved collection efforts, including the collection of $0.3 billion for the settlement of disputes related to fees e m e d  from 
third party companies for calls that terminated on our network and reduced billings due to lower revenues. Additionally, a decrease of $0.1 billion in other 
receivables, prepaid expenses, and other current assets from lower prepayments and collection of notes receivable had a positive effect on cash from operations. 

For 2003, we generated approximately $3.5 billion in cash from operations. The generation of cash from operations was primarily the result of our net income of 
$22.2 billion which included non-cash benefits related to the plan of reorganization and the revaluation of assets and liabilities of $22.7 billion. Partially 
offsetting these benefits were non-cash charges for depreciation and amortization of approximately $2.3 billion, a bad debt provision of $0.9 billion, the 
cumulative effect of a change in accounting principle of $0.2 billion, and reorganization items of $0.4 billion. Cash flows from operations during this period were 
negatively affected by decreases in our liabilities totaling $0.3 billion which were mostly offset by decreases in our assets totaling $0.2 billion. 

Our liabilities decreased $0.3 billion as compared to 2002. The decrease was attributable to a decrease in our accounts payable and accrued access costs of $0.2 
billion during 2003 due primarily to lower accruals for reduced compensation and bad debt expense. Additionally, the reduction of other accruals of $0.6 billion 

of $0.2 billion, accrued reorganization expenses of $0.1 billion, and other accruals of $0.2 billion. 

Offsetting the cash used for liabilities in 2003 was a decrease in our assets from cash collections of $0.2 billion. Our accounts receivable decreased $0.7 billion 
during the year ended December 31,2003 due to a combination of lower revenues and improved cash collections, and we recorded $0.9 billion in had debt 
expense. Additionally, a net decrease of $0.4 billion in other receivables, prepaid expenses, and other assets resulting from lower operating expenses and cash 
collections had a positive effect on cash from operations. 

For 2002, we used $0.1 billion in cash for operating activities. We had a net loss of $9.2 billion, which included non-cash charges for impairment of 
approximately $5.0 billion, depreciation and amortization of $2.9 billion, a bad debt provision of $1.6 billion and reorganization items of $0.7 billion. Our cash 
flows from operating activities were negatively impacted by an increase in accounts receivable of approximately $3.1 billion, primarily resulting from the 
termination of our accounts receivable securitization facility and a slowing of our collections following our bankruptcy filing in July 2002. This decrease was 
partially offset by an increase in our liabilities as the result of lower payments of expenses during our bankruptcy period. 

I reflects lower expenses from our cost containment and restructuring initiatives during 2003. These declines were offset by the increase in accrued income taxes 

1 

Net Cash Flows Used in Investing Activities 

For 2004, net cash used by investing activities was approximately $1.4 billion. Capital expenditures for property, plant and equipment were approximately $1.0 
billion. Investing activities also included the purchase of approximately $1.1 billion in marketable securities, offset by $0.7 billion in receipts from the sale of 
non-core assets primarily including approximately $0.1 billion for the sale of MMDS, $0.4 billion from our sale of Embratel and approximately $0.1 billion 
from the sale of Douglas Lake and other surplus properties. For 2003, net cash used by investing activities was approximately $0.5 billion. Capital expenditures 
of $0.8 billion were the primary use of cash and were partially offset by approximately $0.3 billion in proceeds from the sale of property, plant and equipment. 
For 2002, net cash used in investing activities was approximately $0.1 billion. Capital expenditures for property, plant and equipment were approximately $1.0 
billion, offset by sale proceeds of investments and other assets of approximately $0.9 billion. 

Net Cash Flows Used in (Provided by) Financing Activities 

For 2004, net cash used in financing activities was approximately $0.6 billion and consisted primarily of $0.3 billion in dividend payments and approximately 
$0.1 billion in cash collateral posted for the Letter of Credit 
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Facilities. For 2003, net cash provided by financing activities consisted primarily of payments on capital leases, offset by other financing activities. In 2002, cash 
provided by financing activities was approximately $1.6 billion, primarily due to approximately $2.9 billion of debt obligation borrowings and repayments of 
approximately $1.0 billion which were completed prior to our bankruptcy filing, offset by the payment of $0.2 billion in dividends and $0.1 billion of debt 
issuance costs. 

Net Change in Cash from Discontinued Operations 

Net change in cash from discontinued operations for 2004 was approximately $0.6 billion and was primarily attributable to Embratel, which had a balance of 
approximately $0.6 billion as of December 31,2003 that was removed from our consolidated balance sheet upon the consummation of the sale in July 2004. The 
increase of approximately $0.3 billion and $0.2 billion in 2003 and 2002, respectively, primarily represented the change in cash and cash equivalents from 
Embratel. 

Contractual Obligations and Commitments 

The following table represents our consolidated contractual obligations and commercial commitments as of December 3 1,2004 (in millions): 

Payments due by period 

More than Less than 1-3 3-5 
Total 1 year Years Years 5 years - - 

( I )  Reflects the estimated remaining cash payments as of December 31,2004 that are expected to be due upon final settlements (including interest on tax 
obligations of bankruptcy claim). All other non-cash distributions as contemplated by the Plan were distributed through the issuance of new common 
stock or new debt as described in “Item 7-Management Discussion and Analysis of Financial Condition and Results of Operations-Voluntary 
Reorganization Under Chapter 11. ” This estimate is based on various assumptions and reflects our judgment based upon our prior pre-petition claims 
settlement history and the terms of our plan of reorganization and, if these assumptions prove incorrect, actual payments could differ from the estimated 
amounts. Additionally, it is possible that some settlements may not be completed, and some cash payments may not be made, in less than one year. In 
addition, we have other tax contingencies described in our consolidated financial statements not reflected in this table. 
Reflects commitments related to vendors where we have contractual obligations which require minimum payments regardless of our performance under 
these contracts. 

We have contractual obligations to utilize network facilities from local exchange caniers with terms greater than one year. We assess our minimum exposure 
based on penalties to exit the contracts, and as of December 3 1, 2004, the obligation associated with this liability is estimated to be approximately $1.4 billion 
and has been excluded from the table above. 

We are obligated to pay a portion of maintenance and repair costs for certain cable systems which we use to transmit voice, data and Internet traffic. As no 
minimum obligation is identified under these agreements, we have excluded these obligations from the contractual obligations table above. However, we estimate 
these obligations as of December 31,2004 to be approximately $733 million over the contract period, which can exceed 20 years. 

61 



Obligations to Provide Funds to Other Entities 

As of December 3 1,2004, we did not have any obligations to provide any funding to any entities that are not consolidated in our financial statements. 

Off Balance Sheet Arrangements 

As of December 31,2004 and the date of this filing, we did not have any amounts outstanding under off balance sheet arrangements. 

New Accounting Standards 

In November 2004, the Financial Accounting Standards Board (“FASB”) issued SFAS No. 151, “Znventory Costs, M amendment of ARB No. 43, Chapter 4” 
(“SFAS No. 151”). SFAS No. 151 clarifies the accounting for abnormal amounts of idle facility expense, freight, handling costs, and wasted material (spoilage), 
and requires that these costs be recognized as current period charges. The provisions of SFAS No. 151 will be effective for inventory costs incurred during fiscal 
years beginning after June 15,2005. We have completed our evaluation of the impact of SFAS No. 151, and do not expect any material impact on our 
consolidated results of operations, financial condition and cash flows. 

In December 2004, the FASB issued SFAS No. 153, “Exchanges of Nonmonetary Assets, an amendment of APB Opinion No. 29” (“SFAS No. 153”). SFAS No. 
153 addresses the measurement of exchanges of nonmonetary assets in eliminating the exception from fair value measurement for nonmonetary exchanges of 
similar productive assets and replacing it with an exception for exchanges that do not have commercial substance. SFAS No. 153 indicates a nonmonetary 
exchange has commercial substance if the future cash flows of the entity are expected to change significantly as a result of the exchange. The provisions of SFAS 
No. 153 will be effective for nonmonetary asset exchanges in fiscal years beginning after June 15,2005, with earlier application permitted. 

In December 2004, the FASB issued SFAS No. 123 (revised 2004), “‘Accounting for Stock-Based Compensation” (“SFAS No. 123 (R)”). SFAS No. 123, 
“Accounting for Stock-Based Compensation,” focuses primarily on accounting for transactions in which an employee is compensated for services through 
share-based payment transactions. SFAS No. 123 (R) requires the cost of employee services received in exchange for an award of equity instruments to be 
measured based on the grant-date fair value of the award. The provisions of SFAS No. 123 (R) are effective as of the beginning of the first interim or annual 
reporting period that begins after June 15,2005. We have not completed evaluating the impact of SFAS No. 123 (R). but do not expect any material impact on 
our consolidated results of operations, financial condition and cash flows. 

ITEM 7A. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK 

Interest Rate Risk 

We are subject to market risk from exposure to changes in interest rates. As of December 31,2004, our Senior Notes had an outstanding balance of $5.7 billion 
and a fair market value of $5.9 billion. While changes in market interest rates affect the fair market value of this debt, there is no impact to earnings or cash flows 
unless we redeem the Senior Notes before their maturity dates. We would redeem the Senior Notes only if market conditions, our financial structure or other 
conditions make such redemptions appropriate. The initial interest rates of the 2007,2009, and 2014 Senior Notes were 5.908%, 6.688% and 7.735%, 
respectively, and were subject to reset after we applied for and received ratings from Moody’s and S&P. In December 2004, we received B2 and B+ ratings from 
Moody’s and S&P, respectively. As such, the initial interest rates on the Senior Notes were each increased by 1% effective December 15,2004. The expected 
increase in interest expense for 2005 as a result of the change in interest rates on the Senior Notes is $57 million. We do not currently hedge our exposure 
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to this market risk through interest rate swaps. However, we may engage in hedging transactions to mitigate interest rate risk in the future should we change the 
structure of our debt. 

Foreign Exchange Risk 

We are subject to market risk from exposure to changes in foreign exchange rates when transactions are denominated in a currency other than our functional 
currency (the U.S. dollar). Because differing portions of our revenues and costs are denominated in foreign currencies, movements could impact our margins by, 
for example, decreasing our foreign revenues when the dollar strengthens and not correspondingly decreasing our expenses in the same proportion. 

We generated 19% of our revenues from international operations during 2004, and the impact of foreign exchange increased our revenues by $0.3 billion with a 
slightly lower increase to our expenses. Future fluctuations in foreign currency exchange rates will impact line components of our consolidated statement of 
operations, and increases or decreases in these currency exchange rates could have a material impact on our consolidated net income or loss if our revenues and 
expenses do not fluctuate proportionately. 

We do not currently hedge our currency exposures. However, we may engage in hedging transactions to mitigate foreign exchange risk in the future should such 
risk become significant. 

Equity Risk 

We are subject to market risk from exposure to changes in the market value of our investment securities. Our portfolio of investment securities includes 
available-for-sale securities, equity and cost method investments, and derivative instruments. 

As of December 31,2004 and 2003, available-for-sale securities were $1.1 billion and $15 million, respectively, and were comprised of fixed income and 
investment grade securities. The fixed-income portfolio consists primarily of relatively short-term investments to minimize interest rate risk. Investment grade 
securities include those issued by banks and trust companies that have long-term debt rated “A-3”, “A” or higher according to Moody’s or S&P, respectively. 
Investments in commercial paper issued by corporations are rated “P-1” or “A-1’’ or higher according to Moody’s and S&P, respectively. As of December 31, 
2004 and 2003, the fair value of available-for-sale securities approximated the cost of such investments. In 2003, prior to the investment of our cash and cash 
equivalents into available-for-sale securities, we managed our cash in a manner designed to maintain a $1.00 per share market value. As such, we did not 
experience any material changes in market value. The potential loss in fair value resulting from a hypothetical increase of 1% in interest rates on our 
available-for-sale debt securities as of December 31,2004 would be approximately $1 1 million. A hypothetical decrease of 1% in interest rates would increase 
the fair value of our available-for-sale securities by $1 1 million. 

As of December 3 1,2004 and 2003, long-term investments (including long-term available-for-sale securities, equity and cost method investments and 
derivative instruments) totaled $1 16 million and $238 million, respectively. To the extent that our investments continue to have value, we typically do not 
attempt to reduce or eliminate our market exposure. 

We periodically review investments and record impairment to these investments whenever we determine that a loss in market value is other-than-temporary. In 
recent years, we have experienced significant declines in the value of certain investments. In 2004,2003 and 2002, we determined that the carrying value of 
certain cost method investments exceeded their fair value and were impaired. As such, we reduced the carrying value of our cost method investments in 2004, 
2003 and 2002 by $1 million, $12 million and $8 million, respectively. In addition, in 2002, we determined that the carrying value of certain available-for-sale 
investments exceeded their fair values and were impaired, and reduced the carrying value of these investments by $17 million. 
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ITEM 8. CONSOLIDATED FINANCIAL STATEMENTS 

Our Consolidated Financial Statements and notes thereto are included elsewhere in this Annual Report on Form 10-K as described in Item 15. 

ITEM 9. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTANTS ON ACCOUNTING AND FINANCIAL DISCLOSURE 

None 

ITEM 9A. CONTROLS AND PROCEDURES 
I 

i 1. Management’s Report on Internal Control over Financial Reporting 

The management of MCI, Inc. and subsidiaries (“MCI” or the “Company”) is responsible for establishing and maintaining adequate internal control over 
financial reporting as defined in Rules 13a-I5(f) of the Exchange Act. MCI’s internal control system was designed to provide reasonable assurance to the 
Company’s management and board of directors regarding the preparation and fair presentation of published financial statements in accordance with U.S. 
generally accepted accounting principles. 

As part of MCI’s compliance efforts relative to Section 404 of the Sarbanes-Oxley Act of 2002, MCI management assessed the effectiveness of the Company’s 
internal control over financial reporting as of December 3 1,2004. In making this assessment, management used the criteria set forth by the Committee of 
Sponsoring Organizations of the Treadway Commission (“COSO”) in Internal Control-Integrated Framework. Based on that assessment, management identified 
a material weakness in the Company’s internal control over accounting for income taxes. The material weakness in internal control related to a lack of personnel 
with adequate expertise in income tax accounting matters, a lack of documentation, insufficient historical analysis and ineffective reconciliation procedures. 
These deficiencies represent a material weakness in internal control over financial reporting on the basis that there is more than a remote likelihood that a 
material misstatement in the Company’s interim or annual financial statements due to errors in accounting for income taxes could occur and would not be 
prevented or detected by its internal control over financial reporting. Because of this material weakness in internal control over financial reporting, management 
concluded that, as of December 31,2004, the Company’s internal control over financial reporting was not effective based on the criteria set forth by COSO. 

MCI’s independent auditors, KF’MG LLP, an independent registered public accounting firm, have issued an audit report on our assessment of the Company’s 
internal control over financial reporting. This report appears on page F-4. 

~ 

~ 

~ 

2. Management’s Discussion on Income Tan Material Weakness 

MCI’s income tax accounting in 2004 had significant complexity due to fresh start accounting, impairment of assets, cancellation of indebtedness, a significant 
reduction in the number of subsidiary legal entities and various tax contingencies described in Note 20 to the consolidated financial statements. 

To address this complexity, the Company instituted other procedures, hired additional tax accounting staff and outsourced the more complex areas of its income 
tax work to third party tax service providers. 

While these steps have helped address some of the internal control deficiencies noted above, they have not been sufficient to conclude that the Company’s 
internal control over accounting for income taxes was effective as 

64 



of December 3 1,2004. Accordingly, the Company has, and will continue to, conduct significant remediation activity including: 

the hiring, in March 2005, of a new Vice President of Tax; 

hiring of additional full time tax accounting staff; 

increased use of third party tax service providers for the more complex areas of the Company’s income tax accounting; and 

increased formality and rigor of controls and procedures over accounting for income taxes. 

As a consequence of the material weakness noted above, the Company applied other procedures designed to improve the reliability of its accounting for income 
taxes. Based on these other procedures, management believes that the consolidated financial statements included in this report, as well as the Company’s 
financial statements for each quarter in 2004, as previously reported, are fairly stated in all material respects. 

3. Changes in Internal Control over Financial Reporting 

In 2003, MCI concluded that its internal control over financial reporting was not effective. Accordingly, the Company applied other procedures to improve the 
reliability of its financial reporting processes. 

Significant efforts were made to establish a framework to improve our internal control over financial reporting during 2004. We committed considerable 
resources to the design, implementation, documentation and testing of the key internal controls of the Company. Additional efforts were required to remediate 
and retest certain internal control deficiencies. Management believes that these efforts have improved the Company’s internal control over financial reporting. 
While our internal control over financial reporting is significantly improved, management has identified certain areas (in addition to accounting for income taxes) 
that it believes should be further enhanced. With respect to these areas, the Company has implemented compensating controls and procedures that are designed to 
prevent a material misstatement of the Company’s consolidated financial statements as of December 3 1,2004. Nevertheless, management intends to continue 
improving the Company’s internal control over financial reporting. Initiatives the Company has implemented to improve the Company’s internal control over 
financial reporting in 2004 include, but are not limited to the following: 

increased the number and quality of our accounting personnel; 

increased the formality and rigor around the operation of key controls; 

documentation of all key financial procedures; 

implemented more stringent policies and procedures around our processes over accounting estimates; and 

increased security surrounding, and limited access rights to, the most significant financial systems. 

Initiatives the Company will implement to further enhance the Company’s internal control over financial reporting in 2005 (in addition to those previously 
discussed relating to income taxes) include, but are not limited to, the following: 

continue to recruit and train finance and accounting personnel; 

I automate certain controls that are currently performed manually; 

simplify our back office systems; and 

expand our introduction of increased security and limiting access rights to financial systems of lesser significance. 
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4. Evaluation of Disclosure Controls and Procedures 

As of the end of the period covered by this report, we conducted an evaluation, under the supervision and with the participation of our management, including 
our Chief Executive Officer and Chief Financial Officer, of the effectiveness of the design and operation of our disclosure controls and procedures pursuant to 
the Securities Exchange Act Rules of 1934 (the Exchange Act) 13a-l5(e) and 15d-l5(e). Based upon that evaluation, our Chief Executive Officer and Chief 
Financial Officer concluded that our disclosure controls and procedures were not effective as of December 31,2004, due to the material weakness discussed 
under the heading, “Management’s Report on Internal Control over Financial Repoiting. ” Disclosure controls and procedures are controls and procedures that 
are designed to ensure that information required to be disclosed in our reports filed or submitted under the Exchange Act is recorded, processed, summarized and 
completely and accurately reported within the time periods specified in the Securities and Exchange Commission’s rules and forms. 

5. Limitations on the Effectiveness of Controls 

The effectiveness of any system of internal control over financial reporting, including our own, is subject to certain inherent limitations, including the exercise of 
judgment in designing, implementing, operating, and evaluating the controls and procedures, and the inability to eliminate misconduct completely. Accordingly, 
any system of internal control over financial reporting, including ours, can only provide reasonable, not absolute, assurances. In addition, projections of any 
evaluation of effectiveness to future periods are subject to the risk that controls may become inadequate because of changes in conditions, or that the degree of 
compliance with the policies or procedures may deteriorate. 

ITEM 9B. OTHER INFORMATION 

None 
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PARTIII 

ITEM 10. DIRECTORS AND EXECUTIVE OFFICERS OF THE REGISTRANT 

Contained below is a listing of OUT current directors and executive officers. 

Name 

Michael Capellas 
Robert T. Blakely 
Fred M. Briggs II 
Daniel Casaccia 
Jonathan C. Crane 
Daniel E. Crawford 
Nancy Gofus 
Elizabeth Hackenson 
Victoria Harker 
Nancy Higgins 
Wayne Huyard 
Anastasia Kelly 
Eric Slusser 
Grace Chen Trent 
Nicholas deB. Katzenbach 
Dennis Beresford 
W. Grant Gregory 
Judith Haberkorn 
Laurence E. Harris 
Eric Holder 
Mark Neporent 
C.B. Rogers, Jr. 

Age Position - 
50 President and Chief Executive Officer. Director 
63 
56 
55 
55 
65 
51 
44 
40 
53 
45 
55 
44 
35 
83 
66 
64 
58 
69 
54 
47 
75 

Executive Vice President and Chief Financial Officer 
President of Operations and Technology 
Executive Vice President, Human Resources 
Executive Vice President of Strategy and Corporate Development 
Acting President, International and Wholesale Markets 
Senior Vice President of Marketing and Chief Marketing Officer 
Executive Vice President and Chief Information Officer 
Senior Vice President and Treasurer 
Executive Vice President of Ethics and Business Conduct 
President, U.S. Sales and Service 
Executive Vice President and General Counsel 
Senior Vice President and Controller 
Senior Vice President of Communications and Chief of Staff 
Director, Chairman of the Board 
Director 
Director 
Director 
Director 
Director 
Director 
Director 

Additional information required by this Item will be provided in our definitive proxy statement for our 2005 annual meeting of shareholders, which definitive 
proxy statement will be filed pursuant to Regulation 14A not later than 120 days following our fiscal year ended December 31,2004, and is incorporated herein 
by this reference. 

ITEM 11. EXECUTIVE COMPENSATION 

The information required by this Item will be provided in our definitive proxy statement for our 2005 annual meeting of shareholders, which definitive proxy 
statement will be filed pursuant to Regulation 14A not later than 120 days following our fiscal year ended December 31,2004, and is incorporated herein by this 
reference. 

ITEM 12. SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND MANAGEMENT AND RELATED STOCKHOLDER 
MATTERS 

The information required by this Item will be provided in our definitive proxy statement for our 2005 annual meeting of shareholders, which definitive proxy 
statement will be filed pursuant to Regulation 14A not later than 120 days following our fiscal year ended December 31,2004, and is incorporated herein by this 
reference. 

ITEM 13. CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS 

The information required by this Item will be provided in our definitive proxy statement for our 2005 annual meeting of shareholders, which definitive proxy 
statement will be filed pursuant to Regulation 14A not later than 120 days following our fiscal year ended December 31,2004, and is incorporated herein by this 
reference. 
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ITEM 14. PRINCIPAL ACCOUNTANT FEES AND SERVICES 

Pre-Approval Policies and Procedures 

The Audit Committee of our Board of Directors is responsible for the appointment, evaluation, compensation and oversight of our independent auditor. Pursuant 
to the Audit Committee's charter and SEC rules effective as of May 6,2003, our Audit Committee must review and pre-approve all auditing and permitted 
non-auditing services (including the fees and terms thereof) provided by our independent auditor. Under the Audit Committee charter, the approval may be given 
as part of the Audit Committee's approval of the scope of the engagement of our independent auditor or on an individual basis. The pre-approval of certain 
services may be delegated to the Chair of the Audit Committee, but the decision must be presented to the full Audit Committee at its next scheduled meeting. 
Since the effective date of these rules, all of the services performed by KPMG described below were approved in advance by our Audit Committee. Other 
pre-approvals will be disclosed, as appropriate, in our periodic public filings. Our independent auditor may not be retained to perform the non-auditing services 
specified in Section 10A(g) of the Exchange Act. 

Fees Paid to the Independent Auditor 

Set forth in the table below are the aggregate amount of fees billed to us by KPMG for professional accounting services during 2004 and 2003, except for audit 
fees which for 2004, represents the aggregate amount of fees incurred through February 2005 related to the auditing of our consolidated financial statements for 
the fiscal year ended December 3 1,2004 (in millions): 

$42.2 $54.7 * .  6 "  Audit F&sti) 
Audit-Related Fees"' 1 2  0 2  

T ~ t d F e e ~ . .  5' '. $52.8 $69.8 

(l) Audit Fees. These are fees for professional services provided for the audit of our annual consolidated financial statements, the audit of our internal controls 
assessment under the Sarbanes-Oxley Act of 2002, and reviews of our condensed consolidated quarterly financial statements, services that are normally 
provided by our independent accountant in connection with statutory and regulatory engagements and services generally only our independent accountant 
reasonably can provide, such as statutory audits required internationally, attest services, consents and assistance with and review of documents filed with 
the SEC. Included in the Audit Fees category are fees incurred for audits of the financial statements of certain of our subsidiaries performed in compliance 
with such subsidiaries' independent legal reporting obligations. 
Audit-Related Fees. These are fees for assurance and related services that are reasonably related to performance of audit services and traditionally are 
performed by our independent accountant. More specifically, these include: employee benefit plan audits and consultation concerning financial accounting 
and reporting standards. 
Tax Fees. These are fees for professional services rendered by our independent accountant's tax professionals except those related to the audit of our 
consolidated financial statements. Services included tax compliance, tax advice, and tax planning. Tax compliance involves preparation of original and 
amended tax returns and refund claims. Tax planning and tax advice included assistance with tax audits, requests for rulings, technical advice on 
bankruptcy matters, restructurings and transactions with foreign affiliates. 
All Other Fees. These are fees for all other products and services provided by our independent accountant that do not fall within the previous categories. 
Such fees relate to reimbursement of time and expenses incurred to produce information in response to third party requests. 
Reflects an additional $20.8 million in fees above those reported in our 2003 Annual Report on Form 10-K, to adjust estimated amounts to actual billings. 

(3) 

(4) 

(3 
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ITEM 15. EXHIBITS AND FINANCIAL STATEMENT SCHEDULES 

I Financial Statements 

Report of Independent Registered Public Accounting Firm 
Report of Independent Registered Public Accounting Firm 
Report of Independent Registered Public Accounting Firm-Embratel Participap5es S.A. 
Consolidated statements of operations for each of the years in the period ended December 3 1,2004 (Successor), 2003 and 2002 (Predecessor) 
Consolidated balance sheets as of December 3 1,2004 and 2003 (Successor) 
Consolidated statements of changes in shareholders’ equity (deficit) and comprehensive (loss) income for each of the years in the period ended 
December 31,2004 (Successor), 2003 and 2002 (Predecessor) 
Consolidated statements of cash flows for each of the years in the period ended December 3 1,2004 (Successor), 2003 and 2002 (Predecessor) 
Notes to consolidated financial statements 

Exhibits 

F-2 
F-4 
F-6 
F-7 
F-8 

F-9 
F-10 
F-11 

2.1 

2.2 

2.3* 

2.4 

2.5 

2.6 

2.7 

3.1 

3.2 

4.1 

4.2 

4.3 

Modified Amended Second Joint Plan of Reorganization for WorldCom, Inc. (incorporated herein by reference to Exhibit 2.1 to WorldCom’s Current 
Report on Form 8-K dated October 31,2003 (filed November 18,2003)) 

Offer to Purchase for Cash All Outstanding Shares of Class A Common Stock of Digex, Incorporated by WorldCom, Inc., dated August 27,2003, as 
amended September 23,2003 (filed as Exhibit 99(a)( 1) to WorldCom’s Schedule TO-T/A, dated September 23,2003, and incorporated herein by 
reference) 

Agreement and Plan of Merger between WorldCom, Wildcat Acquisition Corp. and Intermedia Communications Inc. dated as amended May 14,2001 
(filed as Annex A to WorldCom’s Regiseation Statement on Form S-4, Registration No. 333-60482 and incorporated herein by reference) 

Stock Purchase Agreement dated as of March 12,2004 betweenTelefonos de Mexico, S.A. de C.V., WorldCom, Inc., MCI International, Inc., MCI 
WORLDCOM International, Inc. and MCI WorldCom Brazil, LLC (incorporated herein by reference to Exhibit 99.2 to WorldCom’s Current Report on 
Form 8-K dated March 12,2004 (filed March 18,2004) (File No. 001-10415)) 

First Amendment to Stock Purchase Agreement dated as of April 7,2004, by and among Telefonos de Mexico, S.A. de C.V., MCI, Inc., MCI 
International, Inc., MCI WorldCom International, Inc., and MCI WorldCom Brazil LLC (incorporated herein by reference to Exhibit 99.1 to MCI, Inc.’s 
Current Report on Form 8-K dated April 22,2004 (filed April 23,2004) (File No. 001-10415)) 

Second Amendment, dated as of April 20,2004, by and among Telefonos de Mexico, S.A. de C.V., MCI, Inc., MCI International, Inc., MCI WorldCom 
International, Inc., and MCI WorldCom Brazil LLC (incorporated herein by reference to Exhibit 99.2 to MCI, Inc.’s Current Report on Form 8-K dated 
April 22,2004 (filed April 23,2004) (File No. 001-10415)) 

Merger Agreement dated as of February 14,2005 among Verizon Communications, Inc., Eli Acquisition, LLC and MCI, Inc. (incorporated by reference 
to Exhibit 99.1 to MCI, Inc. Current Report on Form 8-K dated February 14,2005 (tiled February 17,2005) wile No. 001-10415)) 

Amended and Restated Certificate of Incorporation of MCI, Inc. (incorporated herein by reference to Exhibit 3.1 to MCI’s Form 8-A dated April 20, 
2004 (File No. 000-1 1258)) 

Bylaws of MCI, Inc. incorporated herein by reference to Exhibit 3.2 to MCI‘s Form 8-A dated April 20,2004 (File No. 000-1 1258) 

Indenture between MCI, Inc., and Citibank, N.A., as trustee, dated as of April 20,2004, for Senior Notes due 2007 (incorporated by reference to Exhibit 
4.2 to MCI’s Annual Report on Form 10-K for the year ended December 31,2003 (filed April 29,2004) (File No. 001-10415)) 

Indenture between MCI, Inc., and Citibank, N.A., as trustee, dated as of April 20.2004, for Senior Notes due 2009 (incorporated by reference to Exhlbit 
4.3 to MCI’s Annual Report on Form 10-Kfor the year ended December 31,2003 (filed April 29,2004) (File No. 001-10415)) 

Indenture between MCI, Inc., and Citibank, N.A., as trustee, dated as of April 20,2004, for Seruor Notes due 2014 (incorporated by reference to Exhlbit 
4.4 to MCI’s A ~ u a l  Report on Form 1C-K for the year ended December 31,2003 (filed April 29,2004) (File No. 001-10415)) 
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4.4 

4.5 

10.1 

10.2 

10.3 

*10.4 

*10.5 

*10.6 

*10.7 

*10.8 

*10.9 

10.10 

10.11 

10.12 

10.13 

10.14 

10.15 

14.1 

21.1 

23.1 

23.2 

31.1 

31.2 

32.1 

bghts Agreement between MCI, Inc. and The Bank of New York, as Rights Agent, dated as of April 20,2004 incorporated herein by reference to 
Exhibit 4.1 to MCI’s Form 8-A dated April 20,2004 (File No. 000-11258) 

Registration Rights Agreement, dated as of April 20,2004, among MCI, Inc. and the security holders named therein (incorporated herein by 
reference to Exhibit 4.6 to MCI’s Annual Report on Form 10-K for the year ended December 31,2003 (filed April 29,2004) (File No. 

MCI, Inc. 2003 Employee Stock Purchase Plan (incorporated herein by reference to Exhibit 10.64 to MCI’s Annual Report on Form 10-K for the 
year ended December 31,2003 (filed April 29,2004) (File No. 001-10415)) 

MCI, Inc. 2003 Management Restricted Stock Plan (incorporated herein by reference to Exhibit 10.65 to MCI’s Annual Report on Form 10-K for 
the year ended December 31,2003 (filed April 29,2004) (Hle No. 001-10415)) 

MCI, Inc. Deferred Stock Unit Plan (incorporated herein by reference to Exhibit 10.66 to MCI’s Annual Report on Form 10-K for the year ended 
December 31,2003 (filed April 29,2004) (File No. 001-10415)) 

Form of Employment Agreement between MCI, Inc. and Michael Capellas (incorporated herein by reference to Exhibit 10.67 to MCI’s Annual 
Report on Form 10-K for the year ended December 31,2003 (filed April 29,2004) (File No. 001-10415)) 

Employment Agreement between MCI, Inc. and Robert T. Blakely 

Employment Agreement between MCI, Inc. and Jonathan Crane 

Employment Agreement between MCI, Inc. and Wayne E. Huyard 

Employment Agreement between MCI, Inc. and Anastasia Kelly 

Form of Employment Agreement between MCI, Inc. and Richard R. Roscitt (incorporated herein by reference to Exhibit 10.68 to MCI’s Annual 
Report on Form 10-K for the year ended December 31,2003 (filed April 29,2004) (File No. 001-10415)) 

Supplemental Appendix to Employment Agreement of Richard R. Roscitt (incorporated herein by reference to Exhibit 10.69 to MCI’s Annual 
Report on Form 10-K for the year ended December 31,2003 (filed April 29,2004) (File No. 001-10415)) 
Separation Agreement between Richard R. Roscitt and WorldCom, Inc. dated March 24,2004 (incorporated herein by reference to Exhibit 10.70 
to MCI’s Quarterly Report on Form 10-Q for the quarter ended March 31,2004 (tiled May 10,2004) (File No. 001-10415)) 

MCI, Inc. Corporate Valuable Pay Plan, as amended and restated effective February 11,2005 

Amendment No. 1 to the MCI, Inc. 2003 Employee Stock Purchase Plan 

Amendment No. 2 to the MCI, Inc. 2003 Employee Stock Purchase Plan 

Amendment No. 3 to the MCI, Inc. 2003 Employee Stock Purchase Plan 

MCI, Inc.’s Code of Ethics and Business Conduct, “The Way We Work.” (incorporated herein by reference to Exhibit 14.1 to MCI’s Annual 
Report on Form 10-K for the year ended December 31,2003 (filed April 29,2004) (File No. 001-10415)) 

Subsidiaries of MCI, Inc. 

Consent of Independent Registered Public Accounting Firm 

Consent of Independent Registered Public Accounting Firm 

Chief Executive Officer Certification 

Chief Financial Officer Certification 

Certification pursuant to 18. U.S.C. Section 1350, as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002 

001-10415)) 

* The registrant hereby agrees to furnish supplementally a copy of any omitted scheduleslappendices to this Agreement to the SEC upon request. 
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Date: March 16,2005 
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Eric R. Slusser 
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Director 
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM 

The Board of Directors and Stockholders 
MCI, Inc.: 

We have audited the accompanying consolidated balance sheets of MCI, Inc. and subsidiaries as of December 31,2004 and 2003 (Successor Company), and the 
related consolidated statements of operations, changes in shareholders’ equity (deficit) and comprehensive (loss) income and cash flows for the years ended 
December 3 1,2004 (Successor Company), 2003 and 2002 (Predecessor Company) (collectively, the Company). These consolidated financial statements are the 
responsibility of the Company’s management. Our responsibility is to express an opinion on these consolidated financial statements based on our audits. We did 
not audit the consolidated financial statements of Embratel ParticipaGBes S.A. and subsidiaries (“Embratel”), a partially-owned subsidiary until July 2004, which 
statements reported in Brazilian Reals (R$) reflect total assets of R$13.7 billion (USW.7 billion) as of December 31,2003. Embratel’s net income (loss) of 
R$382 million (US$125 million) and R$(678) million (US$(226) million) in 2003 and 2002, respectively, are included within discontinued operations for those 
years. Those statements were audited by other auditors whose report has been furnished to us, and our opinion, insofar as it relates to the amounts included for 
Embratel ParticipaqBes S.A. and subsidiaries for 2003 and 2002, is based solely on the report of the other auditors. 

We conducted our audits in accordance with the standards of the Public Company Accounting Oversight Board (United States). Those standards require that we 
plan and perform the audit to obtain reasonable assurance about whether the financial statements are free of material misstatement. An audit includes examining, 
on a test basis, evidence supporting the amounts and disclosures in the financial statements. An audit also includes assessing the accounting principles used and 
significant estimates made by management, as well as evaluating the overall financial statement presentation. We believe that our audits provide a reasonable 
basis for our opinion. 

The Company’s consolidated financial statements do not disclose earnings (loss) per common share information allocated between the Company’s two series of 
separately traded tracking stocks for the years ended December 31,2003 and 2002. Earnings per share information is required by Statement of financial 
Accounting Standards No. 128, Earnings Per Share. In our opinion, disclosure of this information is required by US. generally accepted accounting principles. 

In our opinion, except for the omission of the information discussed in the preceding paragraph, based on our audits and the report of the other auditors, the 
consolidated financial statements referred to above present fairly, in all material respects, the financial position of MCI, Inc. and subsidiaries as of December 31, 
2004 and 2003 (Successor Company), and the results of their operations and their cash flows for the years ended December 31,2004 (Successor Company), 2003 
and 2002 (Predecessor Company), in conformity with U.S. generally accepted accounting principles. 

As discussed in Note 5 to the consolidated financial statements, on October 31,2003, the United States Bankruptcy Court for the Southern District of New York 
confirmed the Company’s Plan of Reorganization (the Plan). The Plan became effective on April 20,2004 and the Company emerged from Chapter I 1  of Title 
11 of the U.S. Bankruptcy Code (Chapter 11). In connection with its emergence from Chapter 11, the Company adopted fresh-start reporting pursuant to 
American Institute of Certified Public Accountants Statement of Position 9&7, Financial Reporting by Entities in Reorganization Under the Bankruptcy Code, 
as of December 31,2003 as further described in Note 4 to the consolidated financial statements. As a result, the consolidated financial statements of the 
Successor Company are presented on a different basis than those of the Predecessor Company and, therefore, are not comparable in all respects. 

As discussed in Note 2 to the accompanying consolidated financial statements, effective January 1,2003, the Company adopted Statement of Financial 
Accounting Standards No. 143, Accounting for Asset Retirement 
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Obligations. Also, as discussed in Note 2, effective January I, 2002, the Company adopted Statement of Financial Accounting Standards No. 142, Goodwill and 
Other Intangible Assets, and Statement of Financial Accounting Standards No. 144, Accounting for  the Impairment or Disposal of Long-Lived Assets. 

We also have audited, in accordance with the standards of the Public Company Accounting Oversight Board (United States), the effectiveness of the Company’s 
internal control over financial reporting as of December 31,2004, based on the criteria established in Inteml Control-Integrated Framework issued by the 
Committee of Sponsoring Organizations ofthe Treadway Commission (COSO), and our report dated March 15,2005, expressed an unqualified opinion on 
management’s assessment of, and an adverse opinion on the effective operation of, internal control over financial reporting. 

KPMG LLP 

McLean, Virginia 

March 15,2005 
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM 

The Board of Directors and Stockholders 
MCI, Inc. : 

We have audited management’s assessment, included in Management’s Report on Intern1 Control over Financial Reporting at Item 9A. I., that MCI, inc. and 
subsidiaries (the Company) did not maintain effective internal control over financial reporting as of December 3 1,2004, because of the effect of the material 
weakness identified in management’s assessment that the Company’s controls and procedures over accounting for income taxes were ineffective, based on the 
criteria established in lntemal Control-lntegrated Framework issued by the Committee of Sponsoring Organizations of the Treadway Commission (COSO). The 
Company’s management is responsible for maintaining effective internal control over financial reporting and for its assessment of the effectiveness of internal 
control over financial reporting. Our responsibility is to express an opinion on management’s assessment and an opinion on the effectiveness of the Company’s 
internal control over financial reporting based on our audit. 

We conducted our audit in accordance with the standards of the Public Company Accounting Oversight Board (United States). Those standards require that we 
plan and perform the audit to obtain reasonable assurance about whether effective internal control over financial reporting was maintained in all material 
respects. Our audit included obtaining an understanding of internal control over financial reporting, evaluating management’s assessment, testing and evaluating 
the design and operating effectiveness of internal control, and performing such other procedures as we considered necessary in the circumstances. We believe 
that our audit provides a reasonable basis for our opinion. 

A company’s internal control over financial reporting is a process designed to provide reasonable assurance regarding the reliability of financial reporting and the 
preparation of financial statements for external purposes in accordance with generally accepted accounting principles. A company’s internal control over 
financial reporting includes those policies and procedures that (1) pertain to the maintenance of records that, in reasonable detail, accurately and fairly reflect the 
transactions and dispositions of the assets of the company; (2) provide reasonable assurance that transactions are recorded as necessary to permit preparation of 
financial statements in accordance with generally accepted accounting principles, and that receipts and expenditures of the company are being made only in 
accordance with authorizations of management and directors of the company; and (3) provide reasonable assurance regarding prevention or timely detection of 
unauthorized acquisition, use, or disposition of the company’s assets that could have a material effect on the financial statements. 

Because of its inherent limitations, internal control over financial reporting may not prevent or detect misstatements. Also, projections of any evaluation of 
effectiveness to future periods are subject to the risk that controls may become inadequate because of changes in conditions, or that the degree of compliance 
with the policies or procedures may deteriorate. 

A material weakness is a control deficiency, or combination of control deficiencies, that results in more than a remote likelihood that a material misstatement of 
the annual or interim financial statements will not be prevented or detected. The following material weakness has been identified and included in management’s 
assessment: In its assessment as of December 31,2004, management identified that the Company had a material weakness in its internal control over accounting 
for income taxes due to a lack of personnel with adequate expertise in income tax accounting matters, a lack of documentation, insufficient historical analysis and 
ineffective reconciliation procedures. Because of these deficiencies, there is more than a remote likelihood that a material misstatement in the Company’s annual 
or interim financial statements due to errors in accounting for income taxes could occur and not be prevented or detected by its internal control over financial 
reporting. 

We also have audited, in accordance with the standards of the Public Company Accounting Oversight Board (United States), the consolidated balance sheets of 
MCI, Inc. and subsidiaries as of December 31,2004 and 2003 
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(Successor Company). and the related consolidated statements of operations, changes in shareholders’ equity (deficit) and comprehensive (loss) income, and cash 
flows for the years ended December 31,2004 (Successor Company), and 2003 and 2002 (Predecessor Company) (collectively, the Company). The 
aforementioned material weakness was considered in determining the nature, timing, and extent of audit tests applied in our audit of the 2004 consolidated 
financial statements, and this report does not affect our report dated March 15,2005, which expressed a qualified opinion on those consolidated financial 
statements due to the absence of earnings per share information for 2003 and 2002. 

In our opinion, management’s assessment that MCI, Inc. and subsidiaries did not maintain effective internal control over financial reporting as of December 31, 
2004, is fairly stated, in all material respects, based on the criteria established in Internal Control-Integrated Framework issued by the Committee of Sponsoring 
Organizations of the Treadway Commission (COSO). Also, in our opinion, because of the effect of the material weakness described above on the achievement of 
the objectives of the control criteria, the Company has not maintained effective internal control over financial reporting as of December 3 1,2004, based on the 
criteria established in Internal Control--lntegrated Framework issued by the Committee of Sponsoring Organizations of the Treadway Commission (COSO). 

We do not express an opinion or any other form of assurance on Management’s Discussion on Income Tax Material Weakness at Item 9A.2. or other matters 
included at Items 9A.3., 4., and 5. 

KF’MG U P  

McLean, Virginia 

March 15,2005 
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM 

To the Board of Directors and Shareholders of 
Embratel Participaq6es S.A. 
Rio de Janeiro-RJ, Brazil 

We have audited the accompanying consolidated balance sheets of Embratel Participap3es S.A. and subsidiaries as of December 31,2003 and the consolidated 
statements of operations, changes in shareholders’ equity and changes in financial position for each of the two years in the period ended December 31,2003, all 
expressed in Brazilian Reais. These consolidated financial statements are the responsibility of the Company’s management. Our responsibility is to express an 
opinion on these consolidated financial Statements based on OUT audits. 

Our audits were conducted in accordance with the standards of the Public Company Accounting Oversight Board (United States). Those standards require that 
we plan and perform the audit to obtain reasonable assurance about whether the consolidated financial statements are free of material misstatement. An audit 
includes examining, on a test basis, evidence supporting the amounts and disclosures in the consolidated financial statements. An audit also includes assessing 
the accounting principles used and significant estimates made by management, as well as evaluating the overall financial statement presentation. We believe that 
our audits provide a reasonable basis for our opinion. 

In our opinion, the consolidated financial statements referred to above present fairly, in all material respects, the consolidated financial position of Embratel 
Participap5es S.A. and subsidiaries as of December 3 1,2003, and the results of their operations, the changes in shareholders’ equity and the changes in their 
financial position for each of the two years in the period ended December 31,2003, in conformity with accounting practices adopted in Brazil. 

Accounting practices adopted in Brazil vary in certain respects from accounting principles generally accepted in the United States of America. Application of 
accounting principles generally accepted in the United States of America would have affected shareholders’ equity as of December 31,2003 and the results of 
operations for each of the two years in the period ended December 31,2003, to the extent summarized in Note 30 to the consolidated financial statements. 

DELOITTE TOUCHE TOHMATSU 

Rio de Janeiro, Brazil 

March 17,2004 (except with respect to the matters discussed in Note 30, as to which the date is April 6,2004) 
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MCI, INC. AND SUBSIDIARIES 

CONSOLIDATED STATEMENTS OF OPERATIONS 
(In Millions, Except Per Share Data) 

- .  
in 2004,2003 and 2062, respectlvely) 2,506 
Selling, general and administrative 5,220 
Dcprecia!ion and amortu 
UnclLsified, net 

Impairment charges related to property, plant and equipment ’ . .  2,735 
(Cam) 1 0 s  on property d 

Impairment chxges related to intangible assets 

0 .  

738 

Predecessor Successor 
Company Company 

Year Ended December 31, 

2,77 1 3,461 
6,479 8,062 

,316 2,903 
(35) 

43 123 
- 4,599 
- 400 

- 

2004 2003 2002 - - -  

(Loss) income from continuing operations before income taxes, minority interests and cumulative effects of changes in 
accounting principles (3,508) 
Income tax expense 520 
Minority interests, net of tax - 

Costs of services and products (excluding depreciation and amortization included below of $1,436. $1.938 and $2.356 I 

22,778 (8,701) 
3 13 258 
44) (20) 

Reorganization items, net - I 22,087 
I -  - 

I -  - 
(Loss) income from continuing operations before cumulative effects of changes in accounting principles (4,0~)1 22,469 (8,939) 

26 I Net income (loss) from discontinued operations 

I -  - 
Net (loss) income (4 ,024  22.21 1 (9,173) 

Distnbubons on preferred securities (contractual distributions of $31 in 2003 and $35 in 2002) 

- 
See accompanying notes to consolidated financial statements. 
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MCI, INC. AND SUBSIDIARIES 

CONSOLIDATED BALANCE SHEETS 
(In Millions, Except Share Data) 

Successor Company 

As of Member 31, 

2004 2003 - -  

Other assets 

- -  
See accompanying notes to consolidated financial statements. 
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MCI, INC. AND SUBSIDIARIES 

CONSOLIDATED STATEMENTS OF CHANGES IN SHAREHOLDERS’ EQUITY (DEFICIT) AND COMPREHENSWE (LOSS) INCOME 
For Each of the Years in the Three-Year Period Ended December 31,2004 

(In Millions) 

Accumulated Total 
Additional Deferred Other Shareholders’ 

Common Paid-In stock-Based Accumulated Trrasury Comprehensive W i f Y  
Stock Capital Compensation Deficit Stock (Loss) Income (Deficrt) 

urn pension habihty adjustment 

See accompanying notes to consolidated financial statements. 
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MCI, INC. AND SUBSIDIARIES 

CONSOLIDATED STATEMENTS OF CASH FLOWS 
(In MiUions) 

Successor Predecessor 

Company Company 
- 

Year Ended December 31, 

2004 2003 2002 
- - 

See accompanying notes to consolidated financial statements. 
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MCI, INC. AND SUBSIDIARIES 

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 

(1) The Organization and Description of Business 

MCI, Inc., a state of Delaware corporation, (formerly known as WorldCom, Inc., (the “Predecessor Company” or “WorldCom”) a public corporation organized 
in 1983 under the laws of Georgia) serves as a holding company for its direct and indirect domestic subsidiaries and foreign affiliates (collectively, the 
“Company”, “Successor Company” or “MCI”). Prior to and including December 3 1,2003, all operations of the business resulted from the operations of the 
Predecessor Company. All conditions required for adoption of fresh-start reporting were met on December 23,2003 and the Company selected December 3 1, 
2003 as the date to adopt the accounting provisions of fresh-start reporting. As a result, the fair value of the Predecessor Company’s assets became the new basis 
for the Successor Company’s consolidated balance sheet as of December 31,2003, and all results of operations beginning January 1,2004 are those of the 
Successor Company. 

The Company is one of the world‘s leading global telecommunications companies, providing a broad range of communication services. The Company serves 
thousands of businesses and government entities throughout the world and provides voice, data and Internet communication services for millions of consumer 
customers. The Company operates one of the most extensive telecommunications networks in the world, comprising network connections linking metropolitan 
centers and various regions across North America, Europe, Asia, Latin America, the Middle East, Africa and Australia. The Company began doing business as 
MCI in 2003. 

In March 2004, the Company realigned its operations into three new business segments and began operating under these segments in the second quarter of 2004. 
Effective with the realignment, the Company’s business segments are as follows: 

Enterprise Markets serves Global Accounts, Government Markets, and System Integrators. Global Accounts provides communications and 
network solutions to large multinational corporations requiring complex international network services. Government Accounts provides similar 
services to various government agencies. System Integrators serve customers through partnerships with third-party network solutions providers. In 
all cases, these services include local-to-global business data, Internet, voice services and managed network services. 

US. Sales & Service serves small, mid-sized and corporate customers. In addition, U.S. Sales & Service comprises the Company’s consumer 
operation which includes telemarketing, customer service and direct response marketing. 

International & Wholesale Markets serves businesses, government entities and telecommunications carriers outside the United States as well as 
wholesale accounts. 

The Predecessor Company restated its previously reported consolidated financial statements for the years ended December 31,2001 and 2000. In conjunction 
with the Predecessor Company’s restatement and through December 31,2002, a number of balances or entries recorded in the historical accounting records could 
not be supported or their propriety otherwise determined. Certain accrued liabilities, other liabilities and other asset balances were found to have inadequate 
support to establish existence of an asset or a liability. Certain intercompany balances could not be reconciled and the propriety of certain entries recorded in 
consolidation could not be determined due to lack of supporting documentation. As a result of these findings, it was determined that appropriate adjustments 
should be recorded to properly state the historical accounting records. Because there was no documentary support related to these items, the Predecessor 
Company was unable to determine the appropriate statement of operations line item to which such amounts should be applied. As a result, 2002 amounts have 
been included within operating expenses and noted as “Unclassified, net” in the consolidated statement of operations for the year ended December 31,2002. 

On July 21,2002 (the “Petition Date”), WorldCom, Inc. and substantially all of its domestic subsidiaries (“Debtors”) filed voluntary petitions for relief in the 
U.S. Bankruptcy Court for the Southem District of 
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MCI, INC. AND SUBSIDIARIES 

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS-(Continued) 

New York (the “Bankruptcy Court”) under Chapter 11 of Title 11 of the US. Bankruptcy Code (the “Bankruptcy Code” or “Chapter 11”). The Debtors continued 
to operate their businesses and manage their properties as debtors-in-possession through the close of business on April 19,2004. The Predecessor Company 
filed a plan of reorganization (the “F‘lan’’) with the Bankruptcy Court and, on October 31,2003, the Bankruptcy Court confirmed the Plan. The Predecessor 
Company emerged from Chapter 11 on April 20,2004 (the “Emergence Date”) and changed its legal name to MCI. 

(2) Summary of Significant Accounting Policies 

Use of Estimates 

The Company uses estimates and assumptions in the preparation of its consolidated financial statements in conformity with accounting principles generally 
accepted in the United States of America (“GAAP”). The preparation of these financial statements requires management to make estimates and assumptions that 
affect the reported amounts of assets and liabilities and disclosure of contingent assets and liabilities at the date of the consolidated financial statements, and the 
reported amounts of revenues and expenses during the reporting period. Actual results may differ from those estimates. Estimates are used when accounting for 
impairment charges, revenues and related allowances, allowance for doubtful accounts, 
equipment and intangible assets, income taxes, acquisition related assets and liabilities, 
evaluates and updates its assumptions and estimates on an ongoing basis and may empl 

During 2004, the Company recorded benefits for changes in estimates totaling $302 million. The Company recorded $121 million as a reduction to selling, 
general, and administrative expenses for a change in estimate of $62 million related to its reserve for outstanding claims, which amount was included in total 
gains on settlements (see Note 5) and a $59 million change in estimate related to bad debt assumptions. Additionally, the Company increased revenue by $86 
million for a change in estimate related to its billing adjustment assumptions, and reduced access costs by $95 million (of which $68 million related to 2003) for 
a change in estimate related to its contributions to the Universal Service Fund. Additionally, the Company recognized an increase to income tax expense of $275 
million relating to changes in estimates of U.S. federal, state, and foreign tax contingencies of $210 million and $65 million that reduced the carrying value of the 
Company’s intangible assets during the second quarter of 2004. 

on of property, plant and 
reporting. The Company 

Basis of Financial Statemenl Preparalion 

For the period subsequent to the Petition Date through December 31,2003, the accompanying consolidated financial statements have been prepared in 
accordance with American Institute of Certified Public Accountants Statement sition (“SOP”) 90-7, “Financial Reporting by Entities in Reorganization 
Under the Bankruptcy Code” (“SOP 90-7”). Accordingly, all pre-petition liab subject to compromise were adjusted to the estimated amounts of allowable 
claims prior to the application of fresh-start reporting. Interest has not been accrued on debt subject to compromise subsequent to the Petition Date. 
Reorganization items include the expenses, realized gains and losses, and provisions for losses resulting from the reorganization under the Bankruptcy Code, and 
are reported separately as reorganization items in the Predecessor Company’s consolidated statements of operations. Cash used for reorganization items is 
disclosed separately in the consolidated statements of cash flows. 

Fresh-%& Reporting 

Although the Company emerged from bankruptcy on April 20,2004, the Predecessor Company adopted fresh-start reporting effective at the close of business on 
December 31,2003 under the provisions of SOP 90-7, which resulted in a new reporting entity for accounting purposes (Successor Company). The consolidated 
balance sheet as of December 31,2003 gives effect to adjustments to the carrying value of assets or amounts and classifications of liabilities that were necessary 
when adopting fresh-start reporting. The statements of operations 
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MCI, INC. AND SUBSIDIARIES 

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS-(Continued) 

and cash flows for the two-year period ended December 31,2003 reflect the operations of the Predecessor Company, which included a gain in 2003 from the 
application of fresh-start reporting (see Note 4). The adoption of fresh-start reporting had a material effect on the consolidated financial statements as of 
December 31,2003. As a result, the consolidated financial statements of the Successor Company are presented on a different basis than those of the Predecessor 
Company and, therefore, are not comparable in all respects. Changes in estimates and preconfirmation contingencies are reflected in the statements of operations 
as they are determined, whereas changes in the allocation of fair values resulted in adjustments to the assets and liabilities. 

In addition, the Successor Company was required to adopt changes in accounting principles that were required in the consolidated financial statements of the 
emerging entity within the twelve months following the adoption of fresh-start reporting. The Successor Company completed a review of these accounting 
pronouncements and there was no material impact on its consolidated results of operations, financial position or cash flows. 

In connection with fresh-start reporting, the Successor Company’s new debt obligations included in the Successor Company’s consolidated balance sheet were 
adjusted as of December 31,2003 to a value based on an imputed interest rate. The difference between the December 31,2003 obligation in the consolidated 

, balance sheet and the face value of the obligations issued on April 20,2004 was estimated to be $114 million, using an imputed rate of interest of approximately 
6.7% which represented the estimated weighted average rate for the debt issued on the Emergence Date. The amount was recorded in the Consolidated balance I 
sheet as a discount. The debt obligations were accreted to the face value of the Company’s obligations beginning January 1,2004 through the Emergence Date. 

Consolidation ~ 

The consolidated financial statements include the accounts of all controlled subsidiaries. All significant intercompany transactions and balances have been 
eliminated in consolidation. 

Foreign Currency Translation 

The Company’s functional currency is the U.S. dollar. Embratel ParticipaGijes SA.  and subsidiaries (“Embratel”) assets and liabilities included in the 
consolidated balance sheet as of December 31,2003 were recorded in Embratel’s functional currency, the Brazilian Real, and were translated at the exchange 
rate as of the balance sheet date. Embratel’s revenue and expense accounts included in discontinued operations were translated at a weighted-average exchange 
rate in effect during the reporting period. Translation adjustments were recorded as a component of accumulated other comprehensive (loss) income within 
shareholders’ equity as of December 31,2003. 

Transaction gains and losses arise from exchange rate fluctuations on transactions denominated in a currency other than an entity’s functional currency. The 
consolidated statements of operations include as a component of miscellaneous income (expense), net foreign currency transaction gains (losses) of $22 million, 
$15 million and $(146) million for the years ended December 31,2004,2003, and 2002, respectively. 

Cash and Cash Equivalents 

The Company considers all highly liquid investments with maturities of three months or less at the time of purchase to be cash equivalents. 

Marketable Securities 

All investments in debt and equity securities with readily determinable fair values are recorded as available-for-sale securities. The available-for-sale securities 
are carried at fair value, with unrealized holding gains or 
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MCI, INC. AND SUBSIDIARIES 

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS-(Continued) 

losses reported in accumulated other comprehensive (loss) income, which is a separate component of shareholders’ equity, net of tax. Marketable securities are 
included in cunent assets in the consolidated balance sheet as management has identified these securities as available to fund current operations. The Company 
reviews declines in the fair value of each individual available-for-sale investment security to determine whether the decline is other-than-temporary. The 
Company considers all available evidence in this decision, including changes in general market conditions, specific industry and individual company data, the 
length of time and the extent to which the market value has been less than the amortized cost, and the Company’s intent and ability to hold the security. The cost 
basis of the investments in the available-for-sale category is determined using either the specific identification or average cost method. 

Property, Plant and Equipment 

Property, plant and equipment are stated at cost net of depreciation and impairment. Plant and equipment under capital leases are stated at the present value of 
minimum lease payments. Depreciation is provided for financial reporting purposes using the straight-line method over the lesser of the estimated useful life of 
the assets or life of the lease. Useful lives are as follows: 

5 to 9 yeys 
< ’ t  

Telecommurucations equipment 
Fid;liture, fixt&esMldiiigs and other , , >: ‘ ’ I  “ * 4i039year~ 
Software 3 to 6 years 

Maintenance and repairs on property and equipment are expensed as incurred. Replacements and betterments which increase the useful lives or functionality of 
the assets are capitalized. The cost and related accumulated depreciation of assets sold or retired are removed from the accounts, and any resulting gain or loss is 
reflected as a separate component on the consolidated statements of operations. 

The Company constructs certain transmission systems and related facilities for use. Certain costs directly related to the construction of such facilities, including 
interest and internal labor costs, are capitalized. Such capitalized costs were $51 million (of which $28 million was interest), $2 million (of which none was 
interest), and $243 million (of which $10 million was interest) for the years ended December 31,2004,2003 and 2002, respectively. 

Also included in property, plant and equipment are costs incurred to develop software for internal use. Certain direct development costs and software 
enhancements associated with internal-use software are capitalized, including external direct costs of material and service, and internal labor costs devoted to 
these software projects under Statement of Position 98- I, “Accounting for Costs of Computer Sojhvure Developed or Obtained for Internal Use.” Costs incurred 
during the preliminary project stage, as well as maintenance and training costs, are expensed as incurred. Such capitalized costs were $319 million, $314 million 
and $489 million for the years ended December 31,2004,2003 and 2002, respectively. 

Asset Retirement Obligations 

On January 1,2003, the Predecessor Company adopted Statement of Financial Accounting Standards (“SFAS”) No. 143, “Accounting for Asset Retirement 
Obligutions” (“SFAS No. 143”). This standard requires that obligations, which are legally enforceable, unavoidable and associated with the retirement of 
tangible long-lived assets, be recorded as liabilities when those obligations are incurred, with the amount of the liability initially measured at the estimated fair 
value. The offset to each initial asset retirement obligation is an increase in the carrying amount of the related long-lived asset and is depreciated over its 
estimated useful life. The 
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liability is accreted over time to a projected disposal date. Upon settlement of the liability, the Company will record a gain or loss in its consolidated statement of 
operations for the difference between the estimate provided and the actual settlement amount to be paid. 

The Company evaluated its long-lived assets and determined that legal asset retirement obligations existed for the removal of a limited number of these assets as 
of January I, 2003 and recorded the cumulative effect of a change in accounting principle in its 2003 statement of operations of $215 million, which represents 
the difference between the increase in net asset value of $60 million and the estimated liability of $275 million. The majority of these obligations related to 
specific lease restoration requirements of leased buildings, obligations related to removal and restoration of international fiber optic cable, towers and antennae, 
and obligations related to other long-lived assets. 

Subsequent to adoption of SFAS No. 143 on January 1,2003, operating expenses increased as a result of the accretion of the Company’s legal asset retirement 
obligations by approximately $21 million per year and depreciation expense increased by approximately $6 million per year, which in total is approximately $3 
million lower than the combined amounts for 2002. These items have no impact on the Company’s cash flows until such time as these long-lived assets are 
retired and the related obligations are settled. See Note 7 for a reconciliation of the beginning and ending aggregate recorded amount of the asset retirement 
Obligations. The following pro forma table illustrates the effect on the Predecessor Company’s statements of operations had SFAS No. 143 been applied in 2002 
(in millions): 

Predecessor 
Company 

Year Ended 
December 31, 

2002 

. *  i$ (9392) ;t . -  Net loss attributable to common shareholders ‘ 
Deduct: Additional accretion and depreciation expense (30) 

- 
Intangible Assets 

The Company accounts for its indefinite-lived intangible assets in accordance with SFAS No. 142, “Goodwill and Other Intangible Assets‘’ (“SFAS No. 142”). 
Indefinite-lived intangibles are reviewed for impairment using a variety of methods at least annually, and impairments, if any, are charged to the Company’s 
results of operations. The Company has selected an annual impairment test date for these assets of October 1. Intangible assets that have definite lives are 
amortized over their useful lives which range from three years to 25 years and are reviewed for impairment, as discussed in “Valuation of Long-Lived Assets’’ 
below. 

Upon adoption of SFAS No. 142 on January 1,2002, the Predecessor Company recognized a cumulative effect of the change in accounting principle of $32 
million related to the impairment of indefinite-lived SkyTel Communications, Inc. (“SkyTel”) channel rights. 

Valuation of Long-Lived Assets 

The Company accounts for its definite-lived assets in accordance with SFAS No. 144, “Accounting for the Impairment or Disposal of Long-Lived Assets,” 
(“SFAS No. 144”) which requires that long-lived assets be evaluated whenever events or changes in circumstances indicate that the carrying amount may not be 
recoverable. If the total of the undiscounted future cash flows is less than the carrying amount of the asset or asset group, an impairment loss is recognized for the 
difference between the estimated fair value and the carrying value of the asset or asset group. 
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The Company operates an integrated telecommunications network. All assets comprising the integrated telecommunications network and the related identifiable 
cash flows are aggregated for the purposes of the impairment review because this aggregated level is the lowest level for which identifiable cash flows are largely 
independent of the cash flows of other groups of assets and liabilities. 

Investments 

Investments in entities where the Company’s ownership interest exceeds 20 percent or which provide the Company the ability to exercise significant influence 
over the entity’s operations and management functions are accounted for using the equity method. Under the equity method, the original investment is increased 
(decreased) for the Company’s share of the investee’s net income (loss), increased by contributions made and reduced by distributions received. The Company 
records its equity in the income or losses of these investees either in the current month, one month in arrears for some private companies or three months in 
arrears for some public companies. 

All equity investments where the equity securities do not have readily determinable fair values and which do not provide the Company the ability to exercise 
significant influence over the entity’s operations and management functions are accounted for under the cost method. Under the cost method of accounting, 
private equity investments are carried at cost and are adjusted only for other-than-temporary declines in fair value, dividends received in excess of earnings and 
additional investments. 

The Company periodically reviews its investments to determine if a loss in value which is other-than-temporary has occurred. In these reviews, the Company 
considers all available information, including the recoverability of its investment, the earnings and near-term prospects of the entity, factors related to the 
industry, financial and operating conditions of the entity and the Company’s ability, if any, to influence the management of the entity. 

Acquisition Related Assets and Liabilities 

Accounting for the acquisition of a business as a purchase transaction requires an allocation of the purchase price to the assets acquired and the liabilities 
assumed in the transaction at their respective estimated fair values. The most difficult estimations of individual fair values are those involving properties, 
equipment and identifiable intangible assets. The Company uses all available information to make these fair value determinations and, for significant business 
acquisitions, engages independent third-party appraisal firms to assist in the fair value determinations of the acquired long-lived assets. 

Assets and Liabilities Held for Sale 

The Company classifies and reports separately assets and liabilities of operations held for sale when all of the following conditions are met: a formal plan for 
disposal has been authorized by management with proper authority, the operations to be disposed of are available for immediate sale in its present condition, an 
active program to sell the operations at a reasonable price has been initiated, the sale is expected to occur within one year, and it is unlikely that significant 
changes to the disposition plan will occur. Assets of operations held for sale are not depreciated, are recorded at the lower of their carrying amount or fair value 
less estimated costs to sell, and are separately presented in the consolidated balance sheet. The operating results of assets held for sale that meet the requirements 
for discontinued operations presentation are separately reported as discontinued operations in the consolidated statements of operations for all periods presented. 
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Recognition of Revenues 

The Company recognizes revenue when persuasive evidence of a sales arrangement exists, delivery has occurred or services have been rendered, the sales price 
is fixed or determinable, and collectibility is reasonably assured. The Company records provisions against related revenue for service discounts, promotions, 
achievement credits and incentives related to telecommunication services. These revenue allowances are based on estimates derived from factors that include, but 
are not limited to, historical results, analysis of credits issued, current economic trends and changes in demand. The provisions for revenue adjustments are 
recorded as a reduction of revenue when incurred or ratably over a related contract period. 

The Company derives revenue principally from long distance voice, local voice, data services, and Internet services. Long distance voice services are sold to 
consumer, business, government and wholesale customers. Local voice services consist mostly of local toll and switched access services for residential and 
business customers. Revenues derived from long distance and local voice services are recognized at the time of customer usage, and are based upon minutes of 
traffic carried and upon tariff or contracted fee schedules. Data services include domestic private lines, frame relay, and asynchronous transfer mode services. 
Revenues are recorded at the time service is provided based on monthly service fees. Internet products and services include dedicated Internet access, managed 
networking services and applications, web hosting and electronic commerce and transaction services. Revenue derived from Internet services is recognized at the 
time the service is provided. Advanced billings for monthly fees are deferred and recognized as revenue at the time the service is provided. 

Additionally, a portion of the Company’s revenue is related to the sale and installation of telecommunications equipment, including central office based remote 
access equipment. Revenue from systems equipment sales i s  recognized when title, ownership, and risk of loss passes to the customer and other revenue 
recognition criteria are met. 

The Company has certain arrangements where it recognizes revenue in accordance with SEC Staff Accounting Bulletin No. 104, “Revenue Recognition,” which 
requires certain up front non-recurring service activation and installation fee revenue to be deferred over the average customer life. Service activation and 
installation fee revenues are deferred and amortized over the average customer life, which ranges from one to three years, while costs directly related to these 
revenues are expensed as incurred. 

The Company enters into operating agreements with telecommunications carriers in foreign countries under which international long distance traffic is both 
delivered and received. The tenns of some switched voice operating agreements, as established by Federal Communications Commission (“FCC‘’) policy, require 
that inbound switched voice traffic from the foreign carrier to the United States be routed to United States international carriers, like MCI, in proportion to the 
percentage of United States outbound traffic routed by that United States international carrier to the foreign carrier. MutualIy exchanged traffic between the 
Company and foreign carriers is settled in cash through a formal settlement process that generally extends over a three-month or six-month period at an agreed 
upon settlement rate. International settlements are accounted for as revenue for international in-bound calls terminating on the Company’s domestic U.S. 
facilities and as access cost expense for international out-bound calls originating on the Company’s domestic U.S. facilities and terminating on another 
international carrier’s facilities. 

Reciprocal compensation is the amount paid by one carrier to complete particular calls on a local exchange carrier’s network. Reciprocal compensation paid to 
and received from other carriers is based on contractual fixed rate per minute charges. The Company recognizes the receipt of reciprocal compensation as 
revenue and the cost of reciprocal compensation as access cost expense. 
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The Company enters into contracts with counter parties to provide telecommunications network capacity, and grants rights to capacity on the basis of an 
indefeasible right of use (“IRU”). An IRU is a right to use a specified amount of capacity for a specified time period. The “indefeasible right” is one that cannot 
be revoked or voided. An acquirer of an IRU has the exclusive right to use the capacity represented by the IRU. It may use the capacity, leave it idle or allow 
third parties to use some or all of it in return for payments or otherwise. Upon meeting certain criteria, grants of IRUs of fiber or cable in exchange for cash are 
accounted for as sales type leases. IRUs that do not meet this criteria, which are the most common, are accounted for as operating leases and the related cash 
receipt is recognized as revenue over the life of the IRU. 

The Company has entered into transactions such as buying, selling, swapping or exchanging capacity to complete and complement its network. In general, these 
transactions represent the exchange of productive assets not held for sale in the ordinary course of business and, as such, do not result in the culmination of the 
earnings process. Accordingly, the Company does not recognize any revenue for these types of transactions. The Company accounts for the exchange of a 
non-monetary asset based on the recorded amount of the non-monetary asset relinquished with no gain or loss recognized. 

Primary interexchange carrier charges (“PICC”) are local canier flat rate charges mandated by the FCC to connect the Company’s customers to each customer’s 
local canier facilities. Historically, the local canier billed PICC directly to the Company who in turn passed the charge on to its customers directly. Effective July 
1,2000, as a result of the FCC‘s Coalition for Affordable Local and Long Distance Services (“CALLS”) order, the PICC fees for residential customers are billed 
directly to the customer by its local canier. Subsequent to the CALLS order, the Company does not bill residential or very small business customers for PICC 
fees, or recognize revenue associated with the charges. The Company does, however, continue to bill PICC fees to business customers. 

I 

Allowance for Doubtful Accounts and Revenue Adjustments 

The Company’s trade receivables are geographically dispersed and include customers in many different industries, but a substantial amount of the Company’s 
revenues is derived from services provided to others in the telecommunications industry, mainly resellers of long distance telecommunications service and 
Internet online services. The Company performs ongoing credit analysis on its largest customers and, when warranted, requires collateral to support receivables. 
Collateral generally is given in the form of assignment to the Company of a customer’s receivables in the event of nonpayment. The Company is exposed to 
concentrations of credit risk from customers which are other telecommunications service providers. 

The allowance for doubtful accounts reflects management’s best estimate of probable losses inherent in the accounts receivable balance from its trade customers. 
Management primarily determines the allowance based on the aging of accounts receivable balances, historical write-off experience, customer concentrations, 
customer creditworthiness, and current industry and economic trends. The Company’s provisions for uncollectible receivables are included in selling, general and 
administrative expense in the consolidated statements of operations. 
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The following tables include the activity related to the Company’s allowance for doubtful accounts (in millions): 

Successor Company 

Balance 
at Additions 

Beginning Charged Balance at 
of to Accounts Other End of 

Period Expew Written-Off changesw Period - 

Predecessor Company 

Balance at 
Beginning Additions Balance at 

of Charged to Accounts Other End of 
Period Expew Written-Off Changed3 Period - 

2002 2,023 1.27 1 246 1,817 

(I)  Amount represents the reclassification of Embratel’s allowance for doubtful accounts to assets “held for sale” in the second quarter of 2004 when the 
investment qualified for discontinued operations. Ultimately, the amount was removed from the consolidated balance sheet upon the disposal of Embratel 
(see Note 17). 
Reflects the reclassification of bad debt expense from continuing operations to discontinued operations (see Note 17). (2) 

Direct Customer and Network Installdon Reloted Costs 

Direct customer and network installation related costs generally consist of installation related labor costs and activation fees paid to other telecommunications 
companies for access to circuits. All direct customer and network installation related costs are expensed as incurred. 

Access Costs 

Access cost expenses are the costs incurred for the transmission of voice and data over other carriers’ networks. These costs consist of both fixed payments and 
variable amounts based on actual usage and negotiated or regulated contract rates. The Company records access cost expenses as incurred. Accordingly, at each 
balance sheet date the Company records its best estimate of the access cost expense incurred but not billed based on internal usage reports. Once the Company 
receives an invoice from a carrier, a process of reconciling that carrier’s invoice to the Company’s internal usage reports begins. In certain cases, this 
reconciliation process can take many months to complete. Once the reconciliation is complete, the Company and the carrier agree on the final amount due. In 
most cases, this process does not result in significant adjustments to the Company’s estimates. Accordingly, at each balance sheet date, the Company has accmed 
access costs for estimated expenses related to amounts that have been billed but are not yet due, amounts that have not yet been billed by the other camers and 
amounts for which the reconciliation of the carriers’ invoices to the Company’s internal usage reports has not been completed. 

Advertising and Promotional Costs 

The Company expenses the costs of advertising and promotions as incurred and these amounts are reported in selling, general and administrative expenses. 
Advertising and promotional expenses were $152 million, $579 million and $459 million for the years ended December 31,2004,2003, and 2002, respectively. 

Income Taxes 

The Company recognizes deferred income tax assets and liabilities for the expected future tax consequences of transactions and events. Under this method, 
deferred income tax assets and liabilities are determined based on 
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the difference between the financial statement and tax bases of assets and liabilities using enacted tax rates in effect for the year in which the differences are 
expected to reverse. Deferred income tax assets are reduced by a valuation allowance to record the deferred income tax assets at an amount expected to be more 
likely than not recoverable. Deferred income tax assets and liabilities are adjusted for the effects of changes in tax laws and rates on the date of enactment. In 
addition, tax reserves are based on significant estimates and assumptions as to the relative filing positions and potential audit and litigation exposures related 
thereto. 

Derivative Instruments 

The Company accounts for its derivative instruments under SFAS No. 133, “Accounting for Derivative Instruments and Hedging Activities, ” as amended by 
SFAS No. 138, “Accounting for Certain Derivative Instruments and Certain Hedging Activities” (“SFAS No. 133”). Derivatives are recognized as either assets 
or liabilities in the consolidated balance sheet at their fair values. The changes in the fair values of all derivative instruments, including embedded derivatives, are 
recorded in miscellaneous income (expense) in the consolidated statements of operations as the Company has not sought hedge accounting treatment. 

From time to time, the Company may also hold equity warrants in various companies, which meet the definition of a derivative under SFAS No. 133. In addition, 
the Company may also hold investments in convertible preferred stock which may contain embedded derivatives that need to be bifurcated and carried on the 
consolidated balance sheet at fair value. Changes in fair value are recorded in miscellaneous income (expense) in the consolidated statements of operations. 

Benefit Accounting 

The Company maintains various pension and postretirement benefit plans for its employees. Embratel maintained its own benefit and postretirement plans. The 
Company’s plans represent a significant benefit for its employees and a significant expense to the Company. In accordance with SFAS No. 87, “EmpZoyers’ 
Accounting for Pensions, ” and SFAS No. 106, “Employers’ Accounting for Postretirement Benefits Other Than Pensions, ’’ certain assumptions and estimates 
must be made in order to determine the costs and future benefit that will be associated with these plans. These assumptions include the estimated long-term rate 
of return to be earned by plan assets, the estimated discount rate used to value the projected benefit obligations, estimated wage increases and the estimated 
healthcare cost trend rate. The Company uses a model portfolio of high quality bonds whose expected rate of return will match the plans’ expected cash flows as 
a basis to determine the most appropriate discount rate. For the long-term rate of return, the Company uses a model portfolio based on the Company’s targeted 
asset allocation. 

Loss per Share 

For 2004, basic loss per share is calculated based on the weighted average shares outstanding during the period, including the weighted average shares 
contingently issuable to unsecured creditors. Diluted loss per share is calculated based on the basic shares calculation adjusted to include the weighted average 
shares outstanding of unvested restricted stock and the weighted average shares to be issued under the MCI, Inc. 2003 Employee Stock Purchase Plan (“ESPP) 
during the period, when the shares do not have an anti-dilutive effect. 

For periods prior to 2004, historical earnings (loss) per share information of the Predecessor Company has not been presented. The Company does not believe 
that this information is relevant in any material respect for users of its financial statements because all existing equity interests, including the interests of both the 
WorldCom group common stockholders and the MCI group common stockholders, were eliminated (without a distribution) upon the consummation of the plan 
of reorganization. In addition, the creation of the two class common stock structure (WorldCom group common stock and MCI group common stock) by the 
Predecessor Company in July 2001 would require it to determine the net income or loss generated by the WorldCom group and MCI group separately in order to 
present earnings per share information. Primarily as a result of the 
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extensive recreation of many of the Predecessor Company’s historical financial entries that was required in order to complete its restatement process, many of its 
revenue and expense items cannot be allocated to the appropriate group, making a determination of separate net income or loss information for each group 
impracticable. 

Stock-Based Compensation 

The Predecessor Company had various stock-based compensation plans that provide for the granting of stock-based compensation to certain employees and 
directors. The Predecessor Company accounted for these stock-based compensation plans in accordance with the intrinsic value method of Accounting 
Principles Board Opinion No. 25, “Accounting for Stock Issued to Employees, ” (“APB Opinion No. 25”) and had adopted the disclosure-only provisions of 
SFAS No. 123, “Accounting for  Stock-Based Compensation” (“SFAS No. 123”). Under the intrinsic value method, compensation expense is recorded on the 
date of grant if the current market price of the underlying stock exceeded the exercise price of the stock-based award. 

In December 2002, the Financial Accounting Standards Board (“FASB) issued SFAS No. 148, “Accounting for Stock-Bused Compensafion-Transillon and 
Disclosure, ” (“SFAS No. 148”) which became effective for fiscal years ended after December 15,2002. SFAS No. 148 requires that certain pro forma 
information assuming the Company recognized expense for its stock-based compensation using the fair value method be presented in the summary of significant 
accounting policies note to the consolidated financial statements. The Predecessor Company did not grant any options in 2003. The fair value of stock-based 
compensation was estimated at the date of grant using the Black-Scholes option-pricing model and the following assumptions for 2002: volatility of 114%, 
risk-free interest rate of 4.0%, 5-year expected life and no dividend yield. The fair value of Embratel options was calculated using the assumptions described in 
Note 15. The fair value of the stock-based compensation for the ESPP (initiated in 2004) was estimated at the beginning of the offering period using the 
Black-Scholes option-pricing model and the following assumptions: volatility of 55%, risk-free interest rate of 1.79%,0.41 year expected life and dividend 
yield of 10.81%. The Company’s 2003 Management Restricted Stock Plan (“MRSP”) was initiated in 2004 and was not included in the Black-Scholes 
calculation as the fair value of the compensation expense related to the plan has been expensed in the Company’s 2004 consolidated statement of operations. 

If compensation costs had been recognized based on the fair value recognition provisions of SFAS No. 123, the pro forma amounts of the Company’s net (loss) 
income attributable to common shareholders for the years ended December 31,2004,2003 and 2002 would have been as follows (in millions): 

Predecessor Successor 
Company Company 

Year Ended December 31, 

2004 2003 2002 

Net (loss) income a b u t a b l e  to commonshareholders, as reported $(4,002) $22,211 S(9.192) 
Add Stock-based employee compensation expense recorded, net of tax 36 2 1 
Dpuc$ Stock-b~,employee coyensation expense‘depnined under thc fair value 
method for all awards, net of tax 1 , f (272) ’ (304) 

I 

Pro formanet (loss) income attributable td common sharcholders r :” $14,&8)) $21,941 ’ $(9,495) 

Basic &d dilute3 loss pci share: ’ 1 .  

As reported 
Pro forma $ (12,491 
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The Company has not provided pro forma disclosures of income (loss) per share as defined by SFAS No. 148 for 2003 or 2002 as it does not believe that this 
information for any compensation plan that was terminated on the Emergence Date is relevant in any material respect for users of its consolidated financial 
statements because all equity interests existing in 2003 and 2002, including the interests of the Predecessor Company’s WorldCom group common stockholders 
and MCI group common stockholders, were eliminated (without a distribution) on the Emergence Date. 

ReclassiJications 

Certain prior year amounts have been reclassified to conform to current year presentation, including marketable securities on the consolidated balance sheets, 
deferred compensation on the consolidated balance sheets and the statements of shareholders’ equity (deficit) and comprehensive (loss) income, and other 
financing activities on the statements of cash flows. 

Adjustment to Previously Issued Financial Statements 

During 2004, the Company determined that it had recorded in error a restatement entry which had the effect of reducing accounts receivable by $301 million 
through a charge to expense in the year ended December 31,2000. The reported 2000 net loss of $48.9 billion should have been $48.6 billion, or 0.5% lower, and 
the Company’s assets of $44.2 billion should have been $44.5 billion, or 0.6% higher. In 2001, $35 million of the amount reversed and left a remaining $266 
million understatement of accounts receivable as of December 31,2001. This situation remained unchanged until, as a result of the application of fresh-start 
reporting as of December 31,2003, the previously expensed $266 million was reversed in the Company’s statement of operations as a component of the $22.3 
billion reorganization gain (see Note 5). Without this expense reversal, the Company’s 2003 net income of $22.2 billion would have been $21.9 billion, or 1.2% 
lower. As a result of the reversal of the expense in 2003, the cumulative impact to the Company’s December 31,2003 consolidated retained earnings was zero. 
The Company has assessed the impact on the 2000,2001 and 2003 statements of operations as well as the Consolidated balance sheets as of December 31,2000, 
2001,2002 and 2003 and determined that the impact was not material to any period. 

The impact of this reduction of accounts receivable in the consolidated balance sheet as of December 31,2003 resulted in a misclassification of $266 million 
between accounts receivable and long-lived assets in the Company’s allocation of reorganization value under fresh-start reporting. To properly reflect the 
allocation of reorganization value as of December 31,2003, the Company has reflected a reclassification entry in its consolidated balance sheet as of December 
31,2003, as presented herein, to reflect an increase of $266 million to its accounts receivable balance and reductions in its property, plant and equipment and 
intangible assets. 

The adjustment of this item also resulted in a decrease of $6 million to the Company’s long-term deferred tax liability which has been reflected in the 
consolidated balance sheet as of December 31,2003. 

New Accounting Standards 

In November 2004, the FASB issued SFAS No. 151, “Inventory Costs, an amendment of ARB No. 43, Chapter 4” (“SFAS No. 151”). SFAS No. 151 clarifies the 
accounting for abnormal amounts of idle facility expense, freight, handling costs, and wasted material (spoilage), and requires that these costs be recognized as 
current period charges. The provisions of SFAS No. 151 will be effective for inventory costs incurred dunng fiscal years beginning after June 15,2005. The 
Company has completed its evaluation of the impact of SFAS No. 151, and does not expect any material impact on its consolidated results of operations, 
financial condition and cash flows. 
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In December 2004, the FASB issued SFAS No. 153, “ f i c h g e s  of Nonmonetary Assets, an amendment of APB Opinion No. 29” (“SFAS No. 153”). SFAS No. 
153 addresses the measurement of exchanges of nonmonetary assets in eliminating the exception from fair value measurement for nonmonetary exchanges of 
similar productive assets and replacing it with an exception for exchanges that do not have commercial substance. SFAS No. 153 indicates a nonmonetary 
exchange has commercial substance if the future cash flows of the entity are expected to change significantly as a result of the exchange. The provisions of SFAS 
No. 153 will be effective for nonmonetary asset exchanges in fiscal years beginning after June 15,2005, with earlier application permitted. 

In December 2004, the FASB issued SFAS No. 123 (revised 2004), “Accounting for Stock-Based Compensation” (“SFAS No. 123 (R)”). SFAS No. 123 focuses 
primarily on accounting for transactions in which an employee is compensated for services through share-based payment transactions. SFAS No. 123 (R) 
requires the cost of employee services received in exchange for an award of equity instruments to be measured based on the grant-date fair value of the award. 
The provisions of SFAS No. 123 (R) are effective as of the beginning of the first interim or annual reporting period that begins after June 15,2005. The 
Company has not completed evaluating the impact of SFAS No. 123 (R), but does not expect any material impact on its consolidated results of operations, 
financial condition and cash flows. 

(3) Impairment Charges 

The Company assesses recoverability of its indefinite-lived and long-lived assets to be held and used whenever events or changes in circumstances indicate that 
their carrying amount may not be recoverable. Impairment analyses of long-lived and indefinite-lived assets are performed in accordance with SFAS Nos. 144 
and 142. Impairment evaluations are performed at the lowest asset or asset group level for which identifiable cash flows are largely independent of the cash flows 
of other assets or asset groups. The Company generates most of its cash flows from products and services that are principally delivered to customers over its 
integrated telecommunications network (“Integrated Network”) and related intangible assets. Therefore, evaluations are performed at the entity level, excluding 
discontinued operations and assets held for sale, as a single group. During 2003 and 2004, all stand alone entities that were reviewed independently in prior years 
were integrated into the Company’s network and tested for impairment as part of the Integrated Network. 

Year Ended December 31,2004 

The industry is in a state of transition where traditional business lines are facing significant overcapacity in the marketplace, pricing pressures, changes in product 
mix, and customers’ continued efforts to reconfigure and consolidate their networks in order to achieve lower overall costs and improved efficiencies. 
Concurrently, the industry is migrating to more advanced network technologies primarily focused around IP based platforms, and customers are requiring more 
advanced network services including network monitoring, traffic analysis, and comprehensive security solutions. The industry has also seen a general migration 
of customers from dial-up services to broadband and various wireless services. Additionally, the Company’s regulatory climate deteriorated due to a decision by 
the U.S. Court of Appeals for the D.C. Circuit (“D.C. Circuit”) that invalidated the FCC’s February 2003 Triennial Review Order local competition rules, which 
set prices that incumbent providers could charge competitive providers such as the Company for unbundled network element platforms (“UNE-P”), an essential 
component of the Company’s Mass Market local phone service. Although several petitions were filed at the Supreme Court seeking review of the D.C. Circuit’s 
decision, the Solicitor General and the FCC declined to seek such review, and the Supreme Court subsequently denied the petitions. As of the date of the 
Company’s impairment test, the FCC had adopted interim unbundling rules (effective September 13,2004) to maintain certain incumbent local exchange carrier 
(“ILEC”) unbundling obligations under interconnection agreements as they existed prior to the D.C Circuit’s mandate. As a result, the Company’s costs for 
providing 
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this service was expected to increase significantly in 2005. Some of the Company’s competitors announced their intentions to exit from this market, and the cost 
increases may force the Company to reduce efforts to acquire new customers and withdraw from certain markets. The Company therefore anticipated that 
revenues from that segment would continue to decline. 

Given the market, business and regulatory conditions, the Company reevaluated its financial forecasts and strategy in the third quarter of 2004 when it became 
apparent that these trends would continue into the future. Updated cash flow and profitability projections and forecasts were developed taking into account both 
the 2004 changes in the competitive landscape and the regulatory issues facing the Company. The Company’s executives reviewed these projections with the 
Audit Committee of the Board of Directors during the third quarter. 

Based on the revised projections, the Company determined that an impairment analysis of its indefinite-lived and long-lived assets was required during the third 
quarter of 2004. In connection with this analysis, the Company evaluated its property, plant and equipment and definite and indefinite-lived intangible assets, 
including customer lists. The Company developed estimates of future undiscounted cash flows to test the recoverability of its long-lived and indefinite-lived 
assets. These estimates were compared to the carrying values of the assets, which resulted io the conclusion that the Company could not recover its carrying 
values through projected future operations. With the assistance of an independent third party valuation specialist, the Company further calculated the fair value of 
its long-lived and indefinite-lived assets based on the discounted cash flow analyses that utilized the revised management projections of revenues and 
profitability from September 1,2004 through 2009. These projections were used in various scenarios utilizing a weighted average cost of capital between 
10%-14%, a 2% terminal growth rate, certain working capital assumptions and total entity value assumptions. 

The Company concluded that the carrying values of its long-lived assets exceeded their estimated fair values by approximately $3.3 billion ($2.8 billion related 
to property, plant and equipment and $478 million related to definite-lived intangible assets) and the canying value of an indefinite-lived asset exceeded its 
estimated fair value by approximately $260 million. These amounts represented the difference between the calculated fair values of the assets and their associated 
carrying values, and were recorded as a separate component of operating expenses in the consolidated statement of operations for the year ended December 31, 
2004. The Company’s management reviewed the results of the impairment analysis with the Board of Directors, and the Board of Directors approved the 
impairment charges on October 15,2004. 

As a result of the impairment charge of approximately $260 million to an indefinite-lived intangible asset, the Company recognized a $99 million tax benefit 
which reduced its long-term deferred tax liability as the impairment reduced the difference between the book and tax bases. The impairment charges, after taxes, 
contributed approximately $3.4 billion to the Company’s net loss for year ended December 3 1,2004 (loss per share of $(10.64)). 

The impairment recorded in 2004 was calculated as of August 31,2004. The Company did not identify any additional trigger events, or make any significant 
changes to the projections used in the impairment test, between August 3 1 and December 31,2004. Therefore, the Company concluded that the August 
impairment test related to its indefinite-lived intangibles served as its annual assessment required to be performed as of October 1 in accordance with its policy. 

Year Ended December 31,2002 

Integrated Network and Related Goodwill and Other Intangible Assets 

During the second quarter of 2002, impairment indicators occurred, including continued competitive pressures, the discovery of accounting irregularities in June 
that led to the Predecessor Company’s impending 
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bankruptcy, and the resignation of senior officers. These factors dramatically impaired asset recoverability aad the Predecessor Company’s ability to finance 
operations, resulting in a further reduction in projected cash flows. These events precipitated a lack of access to the capitat markets, a lack of confidence from its 
customers and overall uncertainties about the Predecessor Company’s economic viability. As a result, the Predecessor Company reviewed its Integrated Network, 
which had a collective carrying value of $15.9 billion for impairment. Based on the results of an assessment of expected cash flows over a period of 5 years 
discounted at 14% with a 2% terminal growth rate, and Company comparative market valuation metrics completed with the assistance of an independent third 
party valuation specialist, the Predecessor Company concluded that the carrying value of the Integrated Network exceeded its estimated fair value by $4.9 billion. 
Accordingly, the Predecessor Company recorded impairment charges of $45 million for goodwill, comprised primarily of reclassification of definite-lived assets 
related to the Predecessor Company’s workforce, and $353 million for other intangible assets. In addition, a $4.5 billion property, plant and equipment 
impairment charge was recorded in 2002. As a result of these impairment charges, the carrying value of goodwill associated with the Integrated Network was 
reduced to zero. 

Digex 

Digex, Incorporated (“Digex”) is a provider of advanced hosting services, including value added products such as monitoring, security, reporting, performance 
and application hosting for companies conducting business on the Internet. In the second quarter of 2002, Digex performed an undiscounted cash flow analysis 
related to its long-lived assets. The result of that analysis indicated that an impairment of the carrying value of its property, plant and equipment and other 
intangible assets existed as of June 30,2002. Based upon an independent appraisal, the carrying value of the Digex long-lived assets was reduced to fair value. 
This resulted in the Predecessor Company recording a $2 million and a $55 million impairment charge related to other intangible assets and property, plant and 
equipment, respectively. 

SkyTel 

SkyTel is a leading messaging service provider, with products such as traditional one-way paging, two-way paging and wireless email. Upon the adoption of 
SFAS No. 142 as of January 1,2002, the Predecessor Company evaluated the indefinite-lived channel rights intangibles of SkyTel and determined that the net 
book value of $33 million was impaired. Accordingly, the Predecessor Company reduced the carrying value of these intangible assets to their estimated fair value 
of $1 million. This impairment was recognized as of January 1,2002 as the cumulative effect of a change in accounting principle in accordance with the 
provisions of SFAS No. 142. 

During 2002, the Predecessor Company determined that it would dispose of SkyTel’s operations and engaged an investment banking firm to evaluate and assess 
the interest of potential buyers. While it was subsequently determined that the Predecessor Company would not dispose of SkyTel, the intent to sell caused the 
Predecessor Company to evaluate the recoverability of the SkyTel long-lived assets, which bad a carrying value of $142 million. The review concluded that 
SkyTel’s long-lived assets were impaired. The assessment resulted in an estimated fair value of $68 mllion which resulted in the Predecessor Company 
recording an impairment charge of $74 million to property, plant and equipment. 
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Impairment charges recorded for the years ended December 31,2004 and 2002 are as  follows (in millions): 

Successor Predecessor 
Company Company 

Year Ended December 31, 

ges, +Iu cumulative effect relat? to a 

(4) Fresh-Start Reporting 

In accordance with SOP 90-7, the Predecessor Company adopted fresh-start reporting as of the close of business on December 31,2003. The consolidated 
balance sheet as of December 31,2003 gives effect to allocations to the carrying value of assets or amounts and classifications of liabilities that were necessary 
when adopting fresh-start reporting. As discussed below, these allocation adjustments recorded to the carrying amounts of assets and liabilities in the December 
31,2003 consolidated balance sheet were subject to adjustment as estimated valuations were finalized. 

The following consolidated balance sheet reflects the implementation of the Plan as if the Plan had been effective on December 3 1,2003. Reorganization 
adjustments have been recorded in the consolidated balance sheet to reflect the discharge of debt and the adoption of fresh-start reporting in accordance with 
SOP 90-7. The Company engaged an independent financial advisor to assist in the determination of the Company’s reorganization value as defined in SOP 
90-7. In August 2003, the Company determined a reorganization value, together with the financial advisor, using various valuation methods including: (i) 
publicly traded company analysis, (ii) discounted cash flow analysis, and (iii) precedent transactions analysis. These analyses are necessarily based on a variety 
of estimates and assumptions which, though considered reasonable by management, may not be realized and are inherently subject to significant business, 
economic and competitive uncertainties and contingencies, many of which are beyond the Company’s control. Changes in these estimates and assumptions may 
have had a significant effect on the determination of the Company’s reorganization value. The assumptions used in the calculations for the discounted cash flow 
analysis regarding projected revenue, costs, and cash flows, for the period 2003-2005 were provided by the Company’s management based on their best estimate 
at the time the analysis was performed. Management’s estimates implicit in the cash flow analysis included increases in net revenue of 1.0% per year over the 
three-year period. In addition, the analysis included estimated cost reductions, primarily in selling, general and administrative expenses through the Company’s 
plans for headcount reductions and other access cost efficiencies. The analysis also included anticipated levels of reinvestment in the Company’s operations 
through capital expenditures ranging from $1.2 billion to $2.0 billion 
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Changes in existing accounting principles that otherwise would have been required in the consolidated financial statements of the emerging entity 
within the twelve months following the adoption of fresh-start reporting were adopted at the time fresh-start reporting was adopted. 

Reversal of all items included in accumulated other comprehensive loss, including the recognition of the Predecessor Company’s minimum pension 
liability, reflecting all unrealized losses from available for sale securities under SFAS No. 115, “Accounting for Cerfain Investments in Debt and 
Equity Securities, ” to the underlying asset balances, and recognition of all previously unrecognized cumulative translation adjustments (see Note 
13). 

Resetting property, plant and equipment assets and other long-lived assets to fair value and eliminating all of the accumulated depreciation and 
amortization. 

Adjustment of the Company’s pension plans to their projected benefit obligation by recognition of all previously unamortized actuarial gains and 
losses. 

During 2004, the Company determined that approximately $132 million of property tax liabilities and $1 10 million of other liabilities that should not have been 
adjusted in fresh-start reporting were reduced by approximately $152 million in the Company’s application of fresh-start reporting as of December 31,2003. 
Due to the application of fresh-start reporting, these errors were offset by fresh-start adjustments and therefore had no impact on the Company’s 2003 net 
income. However, these errors caused both accounts payable and long-lived assets to be understated by approximately $152 million, representing 0.5% of the 
Company’s total assets of $27.5 billion and approximately 0.8% of its $19.0 billion total liabilities as of December 31,2003, which it determined to be 
immaterial to its 2003 consolidated balance sheet. The Company’s December 31,2004 consolidated balance sheet reflects the correction of these immaterial 
errors. In the fourth quarter of 2004, the Company identified errors primarily related to the application of the effects of the Plan (not in the fair values assigned to 
its assets) totaling $38 million and therefore reduced the value assigned to tangible and intangible assets. Additionally, the Company cumulatively adjusted 
depreciation and amortization expense in its 2004 consolidated statement of operations. The Company expects that no further adjustments will be recorded, 
except for adjustments that may be related to deferred tax assets and contingencies as discussed below. Refer to the pro forma table below for the impact of these 
items. 

As of December 3 1,2004, the Company had various net deferred tax assets which remain unresolved. Benefits realized from pre-confmation net operating loss 
carryforwards will be adjusted to intangible assets, until exhausted, and then to additional paid-in-capital and not through income. 

The estimates and assumptions used in the valuations are inherently subject to uncertainties and contingencies beyond the control of the Company. Accordingly, 
there can be no assurance that the estimates, assumptions, and values reflected in the valuations will be realized, and actual results could vary materially. 
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The following table identifies the adjustments recorded to the Predecessor Company's December 3 1,2003 consolidated balance sheet as a result of implementing 
the Plan and applying fresh-start reporting. Additionally, it includes a pro forma disclosure which includes the impact of 2004 adjustments to the 2003 estimated 
valuations upon their completion during 2004 (in millions): 

Pro Forma 
Predecessor u)o4 Successor 
Company Fresh-Start Company 

December 31, Effects of Fresh-Start Valuation Deeember 31, 
24303 Plan Valuation(d Adjustments(0) 2003(P) - 

Other current assetS 1,029 - 997 

~ota~currentassets ' 11,674 , 921 ' ' (15) 
Property, plant and egui , 1501r~ 
m g i b f e  assets, kt 134s) 

Other -e" 2 1% I )* :' 
608 - 608 

(226)(') -485 
Deferred income t,ays 

- - 330 
(83)*) (133)(') 4,276 

8,783 

(35)(') - 1565 
Liabilities subject to comproniise 37,532 (37,532)'b1 

Long-term debt-new - 5,552,bi 5,552 
Other liabiiities i 762 3tb) (51)tm) 72(w) 786 
Deferred income taxes 225 92 Ita) 61tni) (2) 1,205 

- - 1,150 

- Current portion of long-term debt 330 
Othei ddrent3iabibilities 3,710 e 7  

Total c m % t  liabilities 7.3 16 3 1,616 1 (i22) L (27) 

LongLterm8eht t * 1 :600 - .  
- - - 

t 

Minority interests 1,150 - 
Preferred stock subject to compromise 436 (436)CdJ - - - 
Common stock-old (Predecessor) 31 (31)Id' - - - 
Common sto'ck-new (Successor) * -  

Addibonal paid-in capiul 56,444 (56,444)td' - - - 

Shareholders'Xquity (Deficit): I 

3 

- 8,639 

- - 3tb) 

8 , 6 3 9 ~  - 
(78,629) - - - - 

- - 35% 
22,324b) 

"* 55,95S(n1 
Deferred stock-based compensation - ( 170)(b) - - 
Treasury stdk ' (185) . t 1 8 5 ~  - - 

336~n) - - - Accumulated other comprehensive loss (336) 

- - - - - 
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To record adjustments to deferred tax assets and liabilities as a result of the impact of the estimated gain related to cancellation of indebtedness resulting 
from the application of the effects of the Plan. 
To record the discharge of the liab es and preferred stock subject to compromise and the issuances of new MCI common stock with an agreed value of 
$8.5 billion and new long-term debt of $5.6 billion (net of $1 14 million discount). Included in the additional paid-in capital portion of this adjustment is 
the effect of $170 million to reflect the increase for the issuance of approximately 8.6 million restricted stock unit awards. Additionally, the Company 
recorded $170 million of deferred stock-based compensation. 
To record the net change in equity value from historical basis to fresh-start basis of $350 million. 
To record the extinguishment of old equity interest in accordance with the Plan. 
To record the estimated fair value of the Predecessor Company’s assets and liabilities upon completion of the Company’s review in conjunction with an 
independent third party valuation specialist. 
To record the elimination of ($24) million of prepaid pension assets in excess of the projected benefit obligation. In addition, net current deferred tax assets 
were decreased ($50) million to represent the difference between the assigned book values and the tax basis of the recognized assets and liabilities. Also, 
prepaid rights of way were increased by $7 million to record their fair value. 
To record the Predecessor Company’s tangible assets at their estimated fair value. 
To record the fair value of intangible assets (including trademarks, customer acquisition costs, favorable leasehold interests, patents and certain other 
intangibles) as estimated by the Predecessor Company in conjunction with an independent third party valuation specialist. 
To record equity and cost method investments along with rights of way at fair value, adjustments of $140 million and $101 million were made, 
respectively. Additionally, Predecessor Company deferred assets totaling ($88) million were eliminated. 
To record the elimination of deferred rent expense of the Predecessor Company. 
To record the elimination of certain deferred revenues of the Predecessor Company for which no remaining contractual obligation exists. Other deferred 
revenues were adjusted to estimated fair value. 
To record the elimination of certain capital lease obligations. 
To record the elimination of certain long-term deferred installation revenue. Net non-current d 
difference between the assigned book values and the tax basis of the recognized assets and the 1 
pension liability was eliminated. 
To record the elimination of the Predecessor Company’s prior accumulated deficit and accumulated other comprehensive loss. 
To adjust the carrying value of the Company’s assets and liabilities upon completion in 2004 of the Company’s fair value reviews in conjunction with an 
independent third party valuation specialist. 
Reflects on a pro forma basis the amounts that would have been displayed on the Company’s December 31,2003 balance sheet if adjustments resulting 
from the fair value reviews completed in 2004 and other adjustments had been known at that date. 
Includes adjustments to decrease prepaid expenses by ($60) million, primarily related to the fair value of certain prepaid indefeasible rights of use 
agreements. This was partially offset by increases related to certain asset carrying values classified in assets held for sale by $35 million and a 
reclassification from other assets of $7 million and intangible assets of $3 million. 
Includes adjustments which increased property, plant and equipment by $183 million due to increases in the valuation of enterprise license agreements and 
a decrease in the valuation of indefeasible rights of use due to changes in the allocation of the amount of economic obsolescence and negative goodwill. 
This increase was partially offset by adjustments for errors identified in the fourth quarter of 2004 primarily related to application of the effects of the Plan, 
which decreased property, plant and equipment by $(33) million. 
Includes adjustments which increased intangibles by $46 million due to changes in the allocation of the amount of economic obsolescence and negative 
goodwill. In addition, the original right of way fair value adjustment of $101 million was reclassified from other assets. These increases were partially 
offset by decreases of $(5) million related to adjustments for errors identified in the fourth quarter of 2004 primarily related to application of the effects of 
the Plan and reclassifications to other current assets and other assets of $(3) million and $(5) million, respectively. 

tax liabilities were also increased to represent the 
s. Lastly, the Predecessor Company’s accrued 
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(t) Includes adjustments to reduce the carrying value of certain indefeasible rights of use agreements by ($123) million and a reclassification of the original 
right of way fair value adjustment to intangible assets, which reduced other assets by ($101) million. Additionally, there were reclassifications of ($7) 
million to other current assets and $5 million from intangible assets. 

Includes adjustments increasing accounts payable and accrued access costs by $1 16 million due to property tax and other liabilities that should not have 
been adjusted in fresh-start reporting. These increases were partially offset by a decrease of ($10) million related to adjustments for errors identified in the 
fourth quarter of 2004 primarily related to application of the effects of the Plan. 

Includes adjustments decreasing deferred revenues related to certain capacity sales agreements by ($144) million, decreasing other current liabilities by 
($28) million related to adjustments for errors identified in the fourth quarter of 2004 primarily related to application of the effects of the Plan and a 
decrease of ($72) million related to the reclassification of unfavorable lease accruals from short-term to long-term liabilities. These decreases were 
partially offset by an increase related to the recognition of an unfavorable lease accrual of $91 million as well as increases to property tax and other 
liabilities of $20 million that should not have been adjusted in fresh-start reporting. 

Includes adjustments related to the reclassification of unfavorable leases of $72 million from short-term to long-term liabilities. 

(u) 

(v) 

(w) 

(5) Voluntary Reorganization under Chapter 11 
, 

Bankruptcy Proceedings 

On July 21,2002, WorldCom, Inc. and substantially all of its direct and indirect domestic subsidiaries (the “Initial Filers”) filed voluntary petitions for relief in 
the Bankruptcy Court under Chapter 11. On November 8,2002, the Predecessor Company filed voluntary petitions for an additional 43 of its domestic 
subsidiaries (collectively with the Initial Filers, the “Debtors”). Under Chapter 11, certain claims against the Debtors in existence prior to the filing of the 
petitions for relief under the federal bankruptcy laws were stayed while the Debtors continued business operations as Debtors-In-Possession (“DIP”’). Prior to 
the application of fresh-start reporting, the Predecessor Company’s December 31,2003 consolidated balance sheet included related balances subject to 
compromise. However, the adoption of fresh-start reporting resulted in the settlement of such balances based on the estimated payment amounts pursuant to the 
Plan with the difference recorded as a reorganization gain in the consolidated statement of operations for 2003. 

The Predecessor Company filed its second amendment to the Plan on October 21,2003, and this Plan was confirmed by the Bankruptcy Court on October 31, 
2003. The Debtors continued to operate their businesses and manage their properties as Debtors-In-Possession through April 20,2004. On April 20,2004, the 
Plan was consummated at which time the Predecessor Company merged with and into MCI and the separate existence of the Predecessor Company ceased to 
exist. 

The Plan also required pursuant to Section 5.07 that the Board of Directors conduct a reasonable review of the Company’s cash needs, including amounts that 
may be necessary to satisfy all claims to be paid in cash pursuant to the Plan. Accordingly, the Board of Directors commenced a comprehensive review and 
sought information and guidance from management and financial advisors to determine the amount of excess cash greater than $1 billion On August 5,2004, the 
Board of Directors completed its review of the Company’s excess cash pursuant to Section 5.07 of the Plan and declared the amount of excess cash to be $2.2 
billion. The Board of Directors decided to distribute a portion of the excess cash through a return of capital to shareholders and declared cash dividends of $0.40 
per share payable on September 15,2004 and December 15,2004. On February 11,2005, the Board of Directors, pursuant to Section 5.07 of the Plan and 
continuing its distribution of the Company’s excess cash as a return of capital to shareholders, declared another cash dividend of $0.40 per share payable on 
March 15,2005 to shareholders of record on March 1,2005. 
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Impacts of the Application of the Plan 

Shares Issued as a result of the Plan 

In accordance with the Plan, the Company issued approximately 296 million shares of MCI common stock to settle claims of debt holders and 10 million shares 
to settle its Securities and Exchange Commission civil penalty. The Company also reserved approximately 11 million shares of MCI common stock for issuance 
under the new MRSP, of which approximately 8.6 million shares of restricted stock were granted on the Emergence Date. As contemplated in the Plan, the 
Company expected to issue approximately 20 million shares of MCI common stock pursuant to the Plan to settle claims of general unsecured creditors. This 
amount has been reduced from 20 million to 5.4 million during 2004 as a result of the issuance of approximately 5.7 million shares, 0.5 million shares that will 
not be issued related to certain unsecured creditors receiving cash in lieu of stock, and a change in estimate of 8.4 million shares that are no longer expected to be 
issued. 

Creditor Settlements 

During 2004, the Company paid approximately $1.4 billion in cash, and issued a total of approximately 5.7 million shares of common stock to unsecured 
creditors in addition to the 296 million shares issued to secured creditors, to satisfy certain provisions of the Plan. The Company continues its settlement process 
of outstanding claims. During the year ended December 31,2004, the Company recorded net settlement gains of $148 million, including $88 million as a 
decrease to selling, general and administrative expenses, $32 million as an increase to revenues, and $28 million as a decrease to access cost expenses in its 
consolidated statement of operations. The net settlement gains reflect the differences between original estimated claim amounts and settlement amounts finalized 
in the period and a change in estimate of $62 million (see Note 2). 

The Company estimates that $777 million remains to be paid related to outstanding creditor claims (including interest on tax obligations). This estimate is based 
on various assumptions and reflects the Company’s judgment based upon its prior pre-petition claims settlement history and the terms of its Plan. If these 
assumptions prove incorrect, actual payments could differ from the estimated amounts. 

Debt and Interest expense 

On the Emergence Date, the Company issued new Senior Notes (see Note 1 I). 

No interest expense related to pre-petition debt was accrued following the Petition Date as none of the allowed claims against the Predecessor Company had 
underlying collateral in excess of the principal amount of debt. If the Company had recognized interest on the basis of the amounts it was contractually required 
to pay, additional interest expense of $701 million, $2.2 billion and $970 million would have been recorded in 2004,2003 and 2002, respectively. As the 
Company adopted fresh-start reporting as of December 31,2003, and all of the Predecessor Company’s obligations were removed from its December 31,2003 
consolidated balance sheet, contractual interest has not been disclosed on the face of the Company’s consolidated statement of operations for 2004. 

Reorganization items, net 

Following the filing of the Chapter 11 cases, the Predecessor Company commenced a comprehensive reorganization process, together with its financial and legal 
advisors, to review and analyze its businesses, owned properties, contracts and leases to determine if any of these owned assets should be divested and which 
contracts and leases should be rejected or assumed during the Chapter 11 cases. The reorganization efforts included asset dispositions, sale of businesses, 
rejection of leases and contracts and other operational changes. 

The Company continued to incur reorganization costs during 2004 and will continue to experience reorganization expenses for professional fees and other 
bankruptcy costs. As the Company adopted the 
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provisions of fresh-start reporting on December 31,2003, for accounting purposes, reorganization expenses and changes in estimates to reorganization items 
previously accrued have been included in the appropriate captions within the 2004 consolidated statement of operations, primarily selling, general, and 
administrative expenses. For 2004, the amounts of such expenses were $42 million and were for professional services related to the Company's bankruptcy 
proceedings. 

Reorganization items consisted of the following for the years ended December 31,2003 and 2002 (in millions): 

Predecessor Company 

Year Ended December 31, 

2003 2002 

Interest earned by debtor entities dunng reorganization 40 7 

- - 
Included in reorganization items, net for the year ended December 31,2003 was the Predecessor Company's gain recognized from the effects of the Plan. The 
gain resulted from the difference between the Predecessor Company's carrying value of remaining pre-petition liabilities, minority interests and redeemable 
preferred stock subject to compromise and the amounts to be distributed pursuant to the Plan. The gain from the effects of the Plan and the application of 
fresh-start reporting was comprised of the following (in millions): 

Predecessor 
Company 

Year Ended 
December 31, 

2003 

Dischaxgeofliakities suljject to compromise: 
Long- term 
Acuuedht I- 580 
he-pehtion ayounts payablq and accrued access cosp 1,561 
8% Junior Subbrdinated Defeirdolle interest debhures, Senes A, due to affifiated trust 750 
Subsidiary preferred sharcs SUbJCCl to mandatory redemption 660 
Otherliabilities. primarily de $2,250 SECpenalty . ' 3.302 

Gain from the effects of the Plan $ 22,324 - 
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(6) Loss per Share 

The Successor Company adopted a new capital structure as of December 31,2003 upon the adoption of fresh-start reporting. On the Emergence Date, the 
Company issued approximately 315 million shares of new MCI common stock, which included approximately 8.6 million shares of restricted stock. Under 
fresh-start reporting, these shares were reflected as outstanding as of December 31,2003. In addition, on the Emergence Date, the Company expected to issue 20 
million additional shares pursuant to the Plan to unsecured creditors, which were not reflected as outstanding as of December 31,2003, however all conditions of 
distribution had been met. These shares were considered contingently issuable under SFAS No. 128, “Eurningsper Share.” During 2004, share issuances, 
changes in distribution and changes in estimate reduced the amount of contingently issuable shares to approximately 5.4 million as of December 31,2004. The 
Company’s calculations of weighted average shares outstanding for the year ended December 31,2004 follows (in millions): 

Successor 
Company 

Year Ended 
December 31, 

2004 

Weighted average common shares outstanding 316.8 
Add Weighted avel;age 11.7 
Less Weighted ayerage (7.7) 

( I )  

(*) 

The Company’s calculations of basic and diluted (loss) income per share for the year ended December 31,2004 follows (in millions, except per share amounts): 

As these shares were not vested during the period, they have been excluded from the weighted average share calculation used to determine basic loss per 
share. 
Calculation of diluted shares excludes the unvested shares of restricted stock and the unissued shares related to the ESPP that would be anti-dilutive. 

Successor 
Company 

Year Ended 
December 31, 

2004 

Bastc and diluted (loss) income per share: 
Continuing operauons $ (12.56) 
Discontinued operations 0.08 

. .  
Lois per share ‘$  4 (12.48) 
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(7) Property, Plant and Equipment and Asset Retirement Obligations 

Property, plant and equipment consisted of the following at December 31,2004 and 2003 (in millions): 

Successor Company 

As of December 31, 

2,527 3,512 
’ 2,153 3,800 

Furniture fixtures and other &&g&fo&$ 

Construction in progress 653 579 - 
Less: Accumulated depreciation 512 - 

In 2004, the Company recorded impairment charges related to long-lived assets of $2.8 billion (see Note 3) and removed from its consolidated balance sheet 
approximately $2.0 billion in long-lived assets related to its sale of Embratel. For the years ended December 31,2004,2003 and 2002, depreciation expense was 
$1.7 billion, $2.2 billion and $2.6 billion, respectively. 

As a result of fresh-start reporting, the accumulated depreciation of property, plant and equipment was removed to adjust the basis in the Predecessor Company’s 
assets to their net book value. The asset carrying values were also adjusted to their fair values which was included in the Successor Company’s December 3 1, 
2003 consolidated balance sheet (see Note 4). Additionally, as a result of the 2004 impairment charges, accumulated depreciation was removed to establish a new 
cost basis for the Company’s long-lived assets. 

The following table summarizes activities related to the Company’s liabilities for asset retirement obligations for the years ended December 3 1,2004 and 2003 
(in millions): 

1 B&nce as of December 31,2003 (Successor Couipany) 283 
Accretion 27 

. I  I 22 Additions 
Dispqsitions (20) 
Revisions , f  % 411) 

Balance as of December 31,2004 (Successor Company) $30 1 

+ .  

- 

(8) Intangible Assets 

Definite-lived intangibles consist primarily of patents and customer lists. The Company’s indefinite-lived intangible assets consist of channel rights and 
tradenames. 
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As of January 1,2002, pursuant to the adoption of SFAS No. 142, the Predecessor Company reported a $32 million expense as a cumulative effect of a change in 
accounting principle in its consolidated statement of operations to reduce the carrying value of SkyTel’s indefinite-lived channel rights intangible asset to its 
estimated fair value of $1 million. 

As a result of fresh-start reporting, the accumulated amortization was removed to adjust the basis in the Predecessor Company’s assets to their net book value. In 
2004, the Company recorded impairment charges related to its definite-lived and indefinite-lived intangible assets reducing the carrying value by $478 million 
and $260 million, respectively. Additionally, as a result of the 2004 impairment charges, accumulated amortization was removed to establish a new cost basis for 
the Company’s intangible assets. In 2002, the Predecessor Company recorded impairment charges of $400 million to reduce goodwill to zero and intangible 
assets to their fair value of $1.6 billion (see Note 3). 

The following table reflects amounts related to the Company’s intangible assets subject to amortization (in millions): 

Successor Company 

As of December 31, 

2004 2003 

Weighted 
Gross Average Gross 

Amount Amortization in Years Amount 
Carrying Accumulated Useful Lite carrying 

- 
Customer lists $577 $ ~ 54 4.5 $ Lf63 
Other intangibles 127 5 10 3 182 - 

- - - 
The following table reflects the carrying value of the Company’s intangible assets that are not subject to amortization (in millions): 

Successor Company 

As of December 31, 

Tradenames $335 $ 630 
Channel nghts 11  7 
Other - 103 

Intangible asset amortization expense was $216 million, $136 million and $260 million for the years ended December 31,2004,2003 and 2002, respectively. 

The following table reflects the estimated amortization of existing intangible assets over the future periods indicated (in millions): 
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(9) Marketable Securities and Investments 

As of December 31,2004 and 2003, short-term available-for-sale debt securities were $1.1 billion and $15 million, respectively. As of December 31,2004 and 
2003, long-term investments (including the long-term portion of available-for-sale securities) were $116 million and $238 million, respectively, and include 
available-for-sale securities, equity and cost method investments and derivative instruments. 

Available-for-Sale Securities 

As of and for the years ended December 31,2004 and 2003, available-for-sale securities consisted of the following (in millions): 

Successor Company Predecessor Company 

As of and For the Year Ended December 31,2004 As of and For the Year Ended December 31,2003 

Estimated 
Fair 

Cost Gains L O W S  Value Cost Gains Losses Value 

GrOSS Gross Estimated Gross GrosS 
Unrralized Unrealized Fair Unrealized Unrealized 

: i* 2,: 

$ 1 1 9  $ -  $ -  6 119 $ 15 S - 
Sbort-temi marketable securities: " %  

IJ.S%govenunent xcunties ~ 810 - 

$ 1s 
, -  

$ - -  - - - "5 - :- 95 
Cornmepa! paper 
Ceitificates of deposit 

809 
Co@orate bond; * 3 2 .  - - 32 

- - - - 
- - - - e . 

Total , 1,056 - :' (13 .: lb55 15 - 1- 35 .'. - 
27 4' 30 11 6 . (1) 16 

Long-term i 
Equity inves 

Total available-for-sale $1,083 $ 4 $ (2) $ $,085 $ 26 $ 6 $ . (1) $ 31 

Contractual maturities of available-for-sale debt securities at December 3 1,2004 were as follows (in millions): 

Estimated 
cost Fair Value 

Due in 1 to 5 years 253 253 

$1,056 . '$ '1,055 * '  

The components of investment income (loss) for each of the years ended December 31,2004,2003, and 2002 were as follows (in millions): 

Successor 
Company Predecessor Company 

2004 2003 2002 - 

Investment incoine (toss) $ 10 

The Company realized proceeds from sate of available-for-sale securities of $5 million and $10 million in 2003 and 2002, respectively. 
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Interest Rate Risk. Fixed-income securities are subject to interest rate risk. The fixed-income portfolio consists primarily of relatively short-term investments to 
minimize interest rate risk. The weighted-average maturity of all fixed-income securities held does not exceed 18 months. The final legal maturities of U.S. 
Government Securities and corporate bonds do not exceed 3 years and 1 year, respectively. 

Investments also consist primarily of investment grade securities to minimize credit risk. Securities include those issued by banks and trust companies that have 
long-term debt rated at least “A-3” or “ A  according to Moody’s Investors Service (“Moody’s’’) and Standard & Poor’s Corporation (“S&P”), respectively. 
Investments in commercial paper issued by corporations are rated “P-1” or “A-I” or higher according to Moody’s and S&P, respectively. 

The Company is subject to restrictions on its ability to invest in certain investments, as described in its Senior Notes (see Note 11). 

Equity Method Investments 

Income (loss) of equity method investments is recorded as miscellaneous income (expense) in the consolidated statements of operations. (Loss) income from 
equity method investments was approximately $(39) million, $32 million and $(5) million for the years ended December 31,2004,2003 and 2002, respectively. 
Dividend income was $1 million for the year ended December 3 1,2004 as the Company received a dividend from an entity whose investment was previously 
reduced to zero. 

In 2002, the Company reduced its investment in General Communications, Inc. (“GCI”) from 23% to 18%, but continued to account for this investment under the 
equity method of accounting as the Company continued to maintain significant control over the entity. In December 2004, the Company further reduced its 
interest in GCI from 18% to 13% and received $31 million. The Company recognized a $1 million loss in the 2004 consolidated statement of operations. As a 
result of the reduction in ownership, the Company has classified this investment as an available-for-sale security as of December 3 1,2004. 

On June 30,2000, the Company entered into a Sponsor Credit Agreement with Avantel S.A. (“Avantel”) and Banco Nacional de Mexico S.A. whereby the 
Predecessor Company loaned $96 million to Avantel. Interest was payable quarterly at the rate of London Interbank Offered Rate (“LIBOR) plus 3%. In June 
2002, the Predecessor Company determined that a portion of the loan was not recoverable and reduced the receivable to estimated fair value of $48 million. The 
difference between the carrying value and estimated fair value was charged to selling, general and administrative expense in the consolidated statement of 
operations. In 2003, the Predecessor Company decreased the note receivable by $30 million as a result of equity losses in excess of the Predecessor Company’s 
initial investment carrying value. 

As part of Avantel’s financing arrangement with various lenders, the Predecessor Company pledged to Avantel’s lenders the Predecessor Company’s Avantel 
shares, representing approximately a 45% equity ownership in the issued common stock of Avantel. Upon the occurrence of an event of default by Avantel, the 
lenders may exercise their right to take ownership of the Predecessor Company’s pledged shares and exercise all voting and corporate rights and powers 
pertaining to those shares. The lender’s recourse to the Predecessor Company is limited to its pledged shares. 

As part of a potential sale of Avantel, the potential acquirers agreed to settle the outstanding note, receivables and payables due between the parties by requiring 
Avantel to make a single payment to the Company of $4 million. As a result of this settlement agreement, the Company reduced its note receivable reserve by 
$12 million, which resulted in a $4 million net carrying value for all its receivables and payables related to Avantel. The Company recognized a $12 million 
benefit from adjustments to loans with Avantel and recorded the benefit 
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as a credit in selling, general and administrative expenses in the consolidated statement of operations. In November 2004, the parties discussed changes to be 
made to the corporate structure of Avantel in order to meet regulatory requirements. This restructuring will require the parties to amend certain terms in the sales 
agreement to reflect the new corporate structure. Therefore, the transaction completion date contained in the sales agreement has been extended to June 30,2005. 

Cost Method Investments 

Dividend income recorded on cost investments for the years ended December 31,2004,2003 and 2002 was $1 million in each year and was recorded in 
miscellaneous income (expense) in the consolidated statements of operations. Proceeds from the sale of cost method investments in 2004 were $19 million, and 
the Company recorded a gain in its 2004 consolidated statement of operations for $8 million. 

In 2004,2003 and 2002, the Company determined that the carrying values of certain cost method investments exceeded their fair values and were impaired. As 
such, the Company reduced the carrying value of its cost method investments in 2004,2003 and 2002 by $1 million, $12 million and $8 million, respectively. 

Derivative Instruments 

The Company holds warrants to purchase additional common shares of companies in which it invests as well as warrants in companies in which it has no 
investment. In addition, certain holdings of convertible preferred stock contain embedded derivatives that are not clearly and closely related to the stock. As of 
December 31,2004 and 2003, the Company had $2 million and $3 million, respectively, in derivative instruments as defined by SFAS No. 133 related to these 
investments. These derivative instruments were recorded at fair value in the consolidated balance sheet with the changes in fair values recorded in misceilaneous 
income (expense) in the consolidated statements of operations. The Company recognized losses related to derivative instruments of $2 million and $5 million in 
2003 and 2002, respectively. 

Investments and derivative instruments (excluding foreign currency derivative instruments) consisted of the following at December 31,2004 and 2003 (in 
millions): 

Successor Company 

Investment Type As of December 31, Ownership 
Percentage 

As of 
December 31, 

2004 2004 2003 - 

Avaqtel 45yo $ 78 9 120 
General Communication, Inc. > '  
Cornunicaciones Mtcl, S.A - 
Other - 

- (1) 4 -  38 
1 I 

- 27 

 TO^ equitjinvestments 79 192 

(l)  As of December 31,2004, the Company had a 13% voting interest and a 2% ownership interest in GCI. As noted above, as a result of the reduction in 
ownership during 2004, the Company has classified the investment, with a carrying value of $1 1 million, as an available-for-sale security as of December 
31,2004. 
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(2) Includes entities in which the Company’s investment in economic and voting interests is less than 20% and for which the Company has no significant 
influence on the operations of the entities. 

(10) Other Current Liabilities 

Other current liabilities consisted of the following at December 31,2004 and 2003 (in millions): 

Successor Company 

As of December 31, 

9 .  f i t519 -$1,228 
382 507 

269 453 
306 37s 

‘368 -4.69 
? . I * ,  ‘ . ’  . 3 ,  

Other 273 60 1 

Total $3,198 $4,361 

(11) Debt 

Debt consisted of the following at December 31,2004 and 2003 (in millions): 

Successor Company 

As of December 31, 

2004 m3 
- - 

Less: current portion 24 330 

. j  

Long4tenn portion ’ $ S , w S  $7,117 

Senior Notes Due 2007,2009 and 2014 

Pursuant to the Plan, the Company issued approximately $2.0 billion principal amount of Senior Notes due 2007 (the “2007 Senior Notes”), approximately $2.0 
billion principal amount of Senior Notes due 2009 (the “2009 Senior Notes”) and approximately $1.7 billion principal amount of Senior Notes due 2014 (the 
“2014 Senior Notes” and, together with the 2007 Senior Notes and the 2009 Senior Notes, the “Senior Notes” or “Indentures”). The Senior Notes are senior 
unsecured obligations of the Company and are guaranteed by all of the existing and future domestic restricted subsidiaries of the Company. 

The 2007 Senior Notes, the 2009 Senior Notes and the 2014 Senior Notes mature on May I, 2007, May 1, 2009 and May 1,2014, respectively. Interest on the 
Senior Notes is payable semi-annually in arrears. The initial 
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interest rates of the Senior Notes were 5.908%, 6.688% and 7.735%. respectively. The initial interest rates were subject to a one-time reset after the Company 
applied for and received ratings for the Senior Notes from Moody’s and S&P. In December 2004, the Company received B2 and B+ ratings from Moody’s and 
S&P, respectively. As such, the interest on the Senior Notes was increased by 1% effective December 15,2004. 

Commencing on May 1,2005 with respect to the 2007 Senior Notes, May 1,2006 with respect to the 2009 Senior Notes and May 1,2009 with respect to the 
2014 Senior Notes, the Company will have the right to redeem some or all of the Senior Notes. The initial call prices equal 102.454%, 102.844% and 103.3675% 
of the principal amount, respectively, plus accrued and unpaid interest. In addition, the call prices for the 2007 Senior Notes, 2009 Senior Notes and the 2014 
Senior Notes thereafter decline ratably for a period of one year, two years and three years, respectively, until the call price equals 100% of the principal amount. 
Prior to the call dates applicable to the Senior Notes, the Company may redeem some or all of such Senior Notes by paying a “make-whole’’ premium based on 
U.S. Treasury rates. At any time prior to May 1,2007, the Company may redeem, with the net cash proceeds of an equity offering, up to 35% of the aggregate 
principal amount of each series of Senior Notes at a price equal to 100% of the principal amount plus a premium. 

Upon the Occurrence of a change of control, the Company will be obligated to make an offer to purchase all of the outstanding Senior Notes at a price equal to 
101% of par value plus accrued interest. Also, the Company will be required to make an offer to purchase the outstanding Senior Notes at a price equal to 100% 
of par value plus accrued interest with “excess proceeds” related to certain asset sales. 

The Senior Notes are subject to typical affirmative and negative covenants for securities of this type, including covenants that limit the amount of debt the 
Company may incur and restrict the Company’s ability to make cash distributions, to invest in thid parties and to engage in asset sales or other specified 
transactions. 

The Senior Notes are subject to customary events of default including any failure to make timely payments of interest or principal on the Senior Notes, failure to 
comply with the affmative and negative covenants, the occurrence of certain events of bankruptcy involving the Company or the acceleration of other 
outstanding indebtedness of the Company in excess of $100 million. 

The Senior Notes are subject to covenants that limit the Company’s ability to make certain cash distributions based on its cumulative net income or loss since the 
Issue Date. The impairment charges recorded during the third quarter of 2004 will not affect the Company’s ability or its current plans to continue to distribute 
excess cash pursuant to Section 5.07 of the plan of reorganization to its shareholders in the form of a quarterly dividend until such excess cash is fully utilized. In 
addition, if the excess cash is fully paid out to shareholders, any further dividends will be limited by the covenants in the indentures for the Senior Notes, which 
generally restrict dividends and certain other payments to an amount equal to 50% of cumulative adjusted net income since April 2004 (or minus 100% of 
cumulative losses) plus proceeds of equity offerings. Consequently, further dividends may not be possible as long as the Senior Notes or other debt instruments 
with similar covenants remain outstanding. As of December 31,2004, the Company did not have any retained earnings available for distribution. 

Debtor-in- Possession Facility and Letter of Credit Facilities 

On July 23,2002, the Predecessor Company negotiated its Debtor-in-Possession Agreement (“DIP Agreement”) for $750 million in Debtor-in-Possession 
Financing (the “DIP Facility”). The DIP Facility was amended to the amount of $1.1 billion and was approved by the Bankruptcy Court on October 15,2002. In 
January 2004, the Company reduced the size of the DIP Facility to $300 million. As of December 3 1,2003, there were no advances outstanding under the DIP 
Facility and the Company had $77 million of letters of credit 
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outstanding under the DE’ Facility. Additionally, the Company had $47 million in undrawn letters of credit that were issued under a pre-petition $1.6 billion 
credit facility that was terminated as of the Petition Date, and Digex had a letter of credit of $1 million under a separate credit facility as of December 31,2003. 

On the Emergence Date, the DIP Facility was terminated. Approximately $100 million in letters of credit were rolled over to new letter of credit fac 
into on the Emergence Date with PMorgan Chase Bank, Citibank, N.A. and Bank of America, N.A. (the “Letter of Credit Facilities”), including the remaining 
$17 million of undrawn letters of credit on the pre-petition $1.6 billion credit facility. On October 12,2004, the Commitment under the Letter of Credit Facilities 
was increased from $150 million to $300 million. In addition, the Company pays a facility fee under the Letter of Credit Facilities equal to .05% per annum of 
the daily amount of the Commitment (whether used or unused). If any fee or other amount payable under any Letter of Credit Facility is not paid when due, 
additional interest equal to 2% per annum plus the federal funds rate (determined in accordance with such Letter of Credit Facility) will be incurred on the 
overdue amount. The Letter of Credit Facilities mature in April 2005. As of December 31,2004, under the Letter of Credit Facilities, the Company had $137 
million letters of credit outstanding, $162 million in availability, and $1 million reserved for issuance. During the year ended December 31,2004, the Company 
pledged $144 million in cash as collateral for its outstanding letters of credit that has been classified as restricted cash in other current assets in the consolidated 
balance sheet. 

Other Debt I 

Prior to the Company’s disposal of Embratel in 2004 (see Note 17), Embratel’s debt obligations were included in the Company’s consolidated balance sheet. 

Embratel’s loans and financing were principally comprised of credits from various banks and also from its suppliers of telecommunications equipment used to 
enhance domestic and international telecommunications services. The debt was mainly denominated in U.S. dollars, Brazilian Reais, Japanese Yen and Euros and 
bore fixed interest rates ranging from 4% to 13% per annum, and variable interest rates ranging from 0.13% to 4% per annum over the LIBOR. The LIBOR rate 
at December 31,2003 was 1.22%. Most of Embratel’s credit agreements included cross-default provisions and cross-acceleration provisions that would permit 
the holders of such indebtedness to declare the indebtedness to be in default and to accelerate the maturity thereof if a significant portion of the principal amount 
of Embratel’s debt was in default or accelerated. Embratel’s outstanding debt that contained such provisions totaled $1.1 billion as of December 31,2003. 

As described in Note 12, a portion of Embratel’s debt was partially hedged against the exchange variation of the Brazilian Real as compared to the denomination 
of its outstanding debt through “swap” agreements. 

The aggregate principal repayments required in each of the years ending December 31,2005 through December 31,2009 and thereafter related to the Company’s 
debt obligations are as follows (in millions): 
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(12) Financial Instruments 

The Company’s financial instruments include cash and cash equivalents, marketable securities, debt and equity investments, trade payables, trade receivables, 
and long and short-term debt. The Company also holds derivative financial instruments which may be freestanding or embedded in another contract. The 
Company’s derivative financial instruments include derivatives embedded in the Company’s holdings of redeemable preferred convertible stock, and warrants to 
purchase stock. Embratel had foreign currency swap agreements. 

The carrying amount of the Company’s cash and cash equivalents, marketable securities, trade receivables, trade payables and cost method investments 
approximate fair value and are excluded from the table below. The Company estimates the fair value of its short and long-term debt and derivative instruments 
using prices quoted in active markets. For those short and long-term debt instruments for which no active quoted market price is available, the fair value is 
estimated using current rates offered to the Company for debt of a similar maturity. Upon the Company’s adoption of fresh-start reporting as of December 31, 
2003, carrying values were adjusted to fair value. The difference between carrying value and fair value of the Company’s financial instruments as of December 
31,2003 relates to the inclusion of Embratel’s financial instruments at that date. The carrying amount and fair values of financial instruments at December 31, 
2004 and 2003 were as follows (in millions): 

Successor Company 

As of December 31, 

uH)4 2003 

Carrying Fair Carrying Fair 
Amount Value Amount Value 
- - - - 

Concentrations of Credit Risk-As of December 31,2004, the Company did not have any significant concentration of business transacted with a particular 
customer, supplier, lender or former affiliate that could, if suddenly adversely impacted, severely impact its consolidated statements of operations. The Company 
is exposed to concentrations of credit risk from customers which are other telecommunications service providers. The Company invests its cash with several 
high-quality credit institutions. 

Derivative Financial Instruments 

The Company neither holds nor issues derivative financial instruments for trading purposes nor does it account for any of its derivative instruments as hedges. 
The Company does hold certain convertible preferred stock securities that contain embedded derivatives that are not clearly and closely related to the stock. The 
change in the fair value of the embedded derivatives has been recorded through earnings in miscellaneous income (expense). The Company holds warrants to 
purchase additional common shares of companies. The changes in fair value of the warrants, which meet the definition of a derivative, have been recorded 
through earnings in miscellaneous income (expense). 

The Predecessor Company issued $1.0 billion in dealer remarketable securities in 2000. These securities included an embedded written remarketing option which 
met the definition of a derivative under SFAS No. 133 and required bifurcation. The remarketing option was cash settled in May 2002 for approximately $47 
million with no impact to the consolidated statement of operations. 

Embratel had loans denominated in currencies other than its functional currency, primarily in U.S. dollars, and with variable rates of interest. Accordingly, 
Embratel was exposed to market risk from changes in foreign 
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exchange rates and interest rates. Embratel managed risk arising from fluctuations in currency exchange rates, which affected the amount of Brazilian Reais 
necessary to pay the foreign currency denominated obligations, by using derivative financial instruments, primarily currency swaps. As of December 31,2003, 
Embratel held outstanding currency swap contracts in the notional amount of $440 million to reduce the impact on its obligations of devaluations of the Brazilian 
Real. All of Embratel’s currency swaps were recorded in the 2003 consolidated balance sheet at fair value with changes in fair value included in discontinued 
operations in the Company’s consolidated statements of operations. 

Accounts Receivable Secudizatiun Facility 

On May 23,2002, the Predecessor Company renewed its accounts receivable securitization program (the “A/R Facility”) which was an agreement to sell, on an 
ongoing basis, accounts receivable to a wholly-owned “bankruptcy remote” subsidiary. The subsidiary subsequently sold receivables for proceeds of up to $1.5 
billion. Prior to the renewal, the A/R Facility allowed the Company to sell receivables for proceeds of up to $2.2 billion. The Predecessor Company was 
responsible for servicing the accounts receivable sold. The sale of the receivables was accounted for under SFAS No. 125, “Accounting for Transfers and 
Servicing of Financial Assets and Extinguishments of Liabilities, “ and SFAS No. 140, “Accounting for Transfers and Servicing of Financial Assets and 
Extinguishments of Liabilities.” No amounts were sold or outstanding as of December 3 1,2004 and 2003. The Predecessor Company recorded a loss on the sale 
of accounts receivable of approximately $21 million for the year ended December 31,2002, which was included in the consolidated statement of operations in 
other miscellaneous income (expense). 

On June 28,2002, the purchasing banks exercised their right to terminate the A/R Facility and be paid amounts outstanding thereunder through collections of the 
receivables. All remaining amounts under the A/R Facility were paid in full after the Petition Date in July 2002 principally through collection of the receivables, 
with the remaining balance paid as a requirement by the DIP Facility Lenders. 

(13) Accumulated Other Comprehensive (Loss) Income 

Accumulated other comprehensive (loss) income is comprised of foreign currency translation adjustments, unrealized gain (loss) on available-for-sale securities 
and the Company’s minimum pension liability. The following table sets forth the changes in accumulated other comprehensive (loss) income, net of tax, for each 
of the three years ended December 31,2004 (in millions): 

Total 

Foreign Unrealized Minimum Other 
Net Accumulated 

Currency Gain (Loss) on Pension Comprehensive 
Translation Avaifable-for- Liabnty (Loss) 
Adjustments Sale Securities Adjustment Income 

Current year change 

Balaaee,Q)c%ember 31,2002 (Predecessor Company) (309) (2) . (47) (358) 
22 Current year change 15 7 

Application of fresh-start reporting (Note 4) 294 * (5)  47 336 
- 

Current year change 2 

Balance, December 3 1,2004 (Successor Company) 2 $ ” (22) 
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(14) Shareholders’ Equity 

Successor Company 

The Predecessor Company’s Plan became effective and it emerged from bankruptcy on April 20,2004. The Predecessor Company applied fresh-start reporting 
effective December 31,2003 and, as a result, reflected all shares of WorldCom group and MCI group common stock, warrants to acquire WorldCom group 
common stock, Series D, E, and F Junior Convertible preferred stock and SMC Class A preferred stock as cancelled (see Note 5). The equity structure of the 
Successor Company as of December 31,2004 and 2003 is discussed below. 

MCI Common Stock 

On April 20,2004, the Predecessor Company merged with and into the Successor Company and the separate existence of the Predecessor Company ceased to 
exist. The Successor Company is a Delaware corporation and filed a new certificate of incorporation (“New Articles”). The New Articles authorized 
3,000,000,000 shares of MCI common stock (“common stock”) with $0.01 par value. During 2004, the Successor Company issued approximately 296 million 
shares of common stock to settle claims of debt holders, 10 million shares were issued to settle the SEC civil penalty, approximately 8.6 million shares were 
issued through the MCI, Inc. 2003 Management Restricted Stock Plan and approximately 5.7 million shares were issued to unsecured creditors. Pursuant to the 
Plan, such stock had an agreed value of $8.5 billion. Accordingly, the Successor Company recorded common stock, additional paid-in capital and deferred 
compensation of $3 million, $8.6 billion, and $170 million, respectively, in the consolidated balance sheet as of December 31,2003 (see Note 4). In addition to 
any other approval required by law, any action to effect a stock split or reverse stock split of the common stock within one year after April 20,2004 shall require 
the approval of the holders of at least ninety-five percent (95%) of the shares of common stock then outstanding. 

MCI Shareholder Rights Plan 

On April 20,2004, the Board of Directors of MCI declared a dividend of one right (“Right”) for each outstanding share of MCI Common Stock to stockholders 
of record on that date. The Rights become exercisable upon the earlier of: (i) ten days following a public announcement by another person or group that it has 
acquired beneficial ownership of 15% or more of the outstanding shares of common stock; or (ii) ten business days following the commencement of a tender 
offer or exchange offer to acquire beneficial ownership of 15% or more of the outstanding shares of common stock. Certain qualifying tender offers made to all 
stockholders will not trigger the Rights. The Rights expire on the date of the 2007 annual meeting, unless earlier redeemed at a price of $.001 per Right. If the 
Rights become exercisable, upon payment of the exercise price of the Right (which was initially set at $75.00 per right), holders may receive (a) MCI common 
stock with a market value equal to twice the exercise price or (b) common stock of an acquirer of MCI with a market value equal to twice the exercise price. 

Embratel Preferred and Common Stock 

As of December 31,2003, there were 210 billion Embratel preferred shares outstanding and 124 billion common shares outstanding all without par value. The 
preferred shares were non-voting, except under limited circumstances, and were entitled to a minimal non-cumulative dividend of 6% per annum resulting from 
the division of the subscribed capital by the number of shares or a dividend 10% higher than that paid to each ordinary share, whichever was higher. The 
preferred shares of Embratel had a priority in relation to the common shares in the event of a liquidation of Embratel. The Embratel preferred shares and common 
shares not owned by the Company were classified as other minority interests in the Company’s 2003 consolidated balance sheet. 
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Dividencis 

During 2004, the Company paid $254 million to shareholders pursuant to Section 5.07 of the Plan ($0.40 per share to shareholders of record on September 1 and 
December 1). As the cash dividends were returns of shareholder capital, the dividends were recorded as reductions of additional paid-in capital in the 
shareholders’ equity section of the Company’s consolidated balance sheet. 

Predecessor Company 

The Predecessor Company’s plan of reorganization became effective and it emerged from bankruptcy on April 20,2004. The Predecessor Company adopted 
fresh-start reporting effective December 31,2003, at which time it effectively cancelled all shares of the following securities: 

Common Stock 

The Predecessor Company maintained two classes of common stock WorldCom group common stock and MCI group common stock. The rights of the holders 
of the WorldCom group common stock included one vote per share and one liquidation unit in the event of the dissolution of the Company. The MCI group 
common stock held variable voting rights, was convertible to WorldCom group common stock at the option of the Board of Directors, and received ‘/25 of a 
liquidation unit in the event of dissolution. Neither class of common stock held the right to a dividend, although the Predecessor Company historically paid 
quarterly dividends on the MCI group common stock prior to the Petition Date. 

Dividends 

The Predecessor Company did not declare nor pay any dividends in 2003. Dividends paid or declared on both common and preferred securities during the year 
ended December 31,2002 were as follows (in millions): 

Predecessor Company 

Year Ended 
December 31,2002 

Class of Stock 

Cash Cash 
Dividends Dividends 

Paid Declared - 
MCI &up &nmon stock $142 . $  - 
Preferred Stock: 

5 3 
Senes E 5 3 
Series F 7 4 

During July 2002, the Predecessor Company paid dividends to existing holders of Series D, E, and F preferred securities in the form of common stock units. Each 
common stock unit included one share of WorldCom group common stock and 0.0515 shares of MCI group common stock. The number of common stock units 
included in the dividend payment was determined based on a formula that considered average stock price and other factors. The amount declared in 2002 was 
$19 million of which $9 million was a stock dividend and $10 million in cash. As a result of the Predecessor Company’s bankruptcy filing, all preferred 
dividends to be paid after the Petition Date were stayed. 

The Predecessor Company’s Plan became effective and it emerged from bankruptcy on April 20,2004. The Company adopted fresh-start reporting effective 
December 31,2003, at which time it effectively cancelled all shares of the Predecessor Company’s redeemable preferred securities (see Note 4). 
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Digex Series A Convertible Preferred Stock 

On November 17,2003, the Predecessor Company paid approximately $39 million for the acquisition of the remaining interest in Digex. This payment included 
the purchase of the outstanding shares of Class A Common Stock of Digex not already owned for $1.00 per share. Also included in this payment was the 
purchase of the 50,000 outstanding shares of Series A Convertible Preferred Stock of Digex from Hewlett-Packard. Following the completion of the purchase, 
Digex became a wholly-owned subsidiary of the Predecessor Company. 

WorldCom Shareholder Rights Plun 

On March 7,2002, the Board of Directors declared a dividend of one preferred share purchase right (“Group Right”) for each outstanding share of WorldCom 
group common stock and for each outstanding share of MCI group common stock. Each Group Right entitled (i) the holder of WorldCom group common stock 
to purchase one one-thousandth of a share of Series 4 Junior Participating Preferred Stock, par value $.01 per share, of the Predecessor Company at a price of 
$60.00, subject to adjustment, and (ii) the holder of MCI group common stock to purchase one one-thousandth of a share of Series 5 Junior Participating 
Preferred Stock, par value $.01 per share, of the Predecessor Company at a price of $40.00, subject to adjustment. The Group Rights were cancelled on the 
Emergence Date. 

(15) Stock-Based Compensation 

Successor Company 

MCI, Inc. 2003 Management Restricted Stock Plan 

In connection with the conf i i t i on  of the Predecessor Company’s bankruptcy, the Bankruptcy Court and the Predecessor Company’s creditors approved the 
adoption of the MRSP, which became effective on the Emergence Date. Under the MRSP, the Company is authorized to issue restricted stock and restricted 
stock unit awards with respect to up to 10,921,000 shares of MCI Common Stock. The Company anticipated that restricted stock unit awards of 8,597,739 would 
be granted to employees on the Emergence Date, however, actual restricted stock awards granted totaled 8,533,988. 

The MRSP is administered by the Compensation Committee of the Board of Directors. The plan allows the Committee to make awards of restricted stock or 
restricted stock units to such officers and key employees of the Company as the Committee in its sole discretion determines to be responsible for the success and 
future growth and profitability of the Company. 

Awards under the MRSP may be granted in any one or a combination of stock awards or stock units. Each type of grant is described below. The Compensation 
Committee will determine the vesting schedule for any stock awards and stock unit awards. The awards granted on the Emergence Date vest quarterly over a 
period of three years. To the extent permitted by the Compensation Committee in award agreements, participants may exchange grants between stock units and 
stock awards. 

Stock unit awards may be granted by the committee in its sole discretion. A “stock unit” means a notional account representing one share of Common Stock. 
Recipients of stock unit awards will be eligible to receive dividend equivalents. A dividend equivalent is the right to receive the amount of any dividend paid on 
the share of Common Stock underlying a stock unit, which will be payable in cash or in the form of additional stock units. On August 18,2004, the individual 
award agreements under the MRSP were amended to allow for the conversion of restricted stock units into shares of Restricted Stock (with one Stock Unit 
converting to one share of Restricted Stock) and the payment of dividends on unvested Restricted Stock shares. The conversion from Restricted Stock Units into 
shares of Restricted Stock was not allowed for any units held by employees outside the U.S. or that had been deferred under the Deferred Stock Unit Plan. 

F-47 



MCI, INC. AND SUBSIDIARIES 

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS-(Continued) 

Stock awards may be granted by the committee in its sole discretion. A stock award is the transfer of Common Stock with or without payment therefor. A stock 
award agreement will specify whether the participant will have, with respect to the shares of Common Stock subject to a stock award, all of the rights of a holder 
of shares of Common Stock of the Company. 

If there is any change in the Common Stock of the Company through merger, consolidation, reorganization, recapitalization, stock dividend, stock split, reverse 
stock split, split up, spin-off, combination of shares, exchange of shares, dividend in kind or other like change in capital structure or distribution (other than 
normal cash dividends) to shareholders of the Company, an adjustment will be made to the shares available under the MRSP and to each outstanding stock unit 
such that each such award shall thereafter be exercisable for such securities, cash andor other property as would have been received in respect of the Common 
Stock subject to such stock unit had such award been exercised in full immediately prior to such change or distribution, and such an adjustment shall be made 
successively each time any such change shall occur. In the event of any change or distribution described in the preceding sentence, in order to prevent dilution or 
enlargement of participants’ rights under the MRSP, the committee will have authority to adjust, in an equitable manner, the number and kind of shares that may 
be issued under the MRSP, the number and kind of shares subject to outstanding awards, the purchase price applicable to outstanding awards, and the fair market 
value of the Common Stock and other value determinations applicable to outstanding awards. Appropriate adjustments may also be made by the committee in the 
terms of any awards under the MRSP to reflect such changes or distributions and to modify any other terms of outstanding awards on an equitable basis, 
including modifications of performance targets and changes in the length of performance periods, if applicable. In addition, the committee is authorized to make 
adjustments to the terms and conditions of, and the criteria included in, awards in recognition of unusual or nonrecurring events affecting the Company or the 
consolidated financial statements of the Company, or in response to changes in applicable laws, regulations, or accounting principles. 

If there is a change in control of the Company and any participant is terminated without “cause” (as such term is defined in the agreement pertaining to the 
award) within two years thereafter, all then outstanding stock units of such participant will immediately vest and become settleable and any restrictions on stock 
awards of such participant will immediately lapse. Thereafter, all awards shall be subject to the terms of any agreement effecting the change in control. As of 
December 31,2004, there were 3,358,222 restricted stock awards available for grant; however, on February 28,2005, the Company granted 3,333,767 shares of 
restricted stock awards pursuant to the MRSP. The following table summarizes the activity for 2004 (shares in millions): 

Number Weighted 
of Average 

Shares Fair Value 

(1) % 

Awpdsoutstanding, January 1,2004 8.6 $ 19.75 

(1.0) 19.75 

Awards outstanding, December 31,2004 I 6.3 $ ’ 19.75 

(‘1 

The Company recorded $170 million of deferred stock-based compensation upon the issuance of approximately 8.6 million shares of restricted stock that were 
granted on the Emergence Date based on the fair value of the Company’s stock on the date of grant. The amount is being amortized over the vesting period of 
three years on a straight-line basis. The Company recorded approximately $7 million and $29 million to costs of 

Initial awards granted on April 20,2004 were considered outstanding as of December 31,2003 as a result of fresh-start reporting (see Note 4). 
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services and products and selling, general and administrative expense, respectively, in its consolidated statement of operations for 2004. In addition, the 
Company reversed approximately $20 million of deferred stock-based compensation related to shares that will not vest due to employee terminations during 
2004. 

MCt, Inc. Deferred Stock Unit Plan 

Any participant may elect to defer receipt of all or a portion of the common stock subject to a stock award under the MRSP. Any such election must be made in 
accordance with procedures established by the compensation committee and prior to the date the portion of the stock units to be deferred vests. Once an election 
to defer is made, it will be permanent and irrevocable. All distributions will be made in the form of common stock. 

A participant’s deferred stock unit account will be credited with a number of notional shares of common stock equal to the number of stock units deferred as soon 
as practicable after the stock units would have been received by the participant absent the deferral election. A participant will, at all times, be 100% vested in any 
amounts credited to his or her deferred stock unit account. The Company is not required to actually invest amounts credited to participants’ accounts in shares of 
common stock or otherwise. 

An amount equal to any regular cash dividend which would have been received by a participant had the amounts credited to his or her deferred stock unit account 
actually been invested in shares of common stock will be paid to him or her. 

MCI, tnc. 2003 Employee Stock Purchase Plan 

The Company’s bankruptcy plan included the establishment of the ESPP, which became effective on the Emergence Date 

Under the ESPP, which is a stock purchase plan qualified under Section 423 of the Internal Revenue Code, up to 2,200,000 shares of Common Stock may be 
purchased by eligible employees of the Company through payroll deductions of up to 15% of their eligible compensation. The purchase price will be equal to the 
lower of 85% of the market value of the stock at the beginning or at the end of each six-month offer period commencing July 1 and January 1 of each calendar 
year. The ESPP was modified in 2004 so that open market purchases were not required to fund the plan as originally intended and the 2.2 million shares that 
were reserved upon emergence would be used. 

If a participant’s employment with the Company or a participating subsidiary terminates, then unless the termination coincides with the last day of an offering 
period, the payroll deductions allocated to his or her account for that offering period will be returned to him or her. All shares of common stock in the 
participant’s account will be distributed to him or her. 

If the Company is a party to a sale of substantially all of its assets, or a merger or consolidation, then the right to purchase shares of common stock under the 
ESPP will be subject to the agreement of sale, merger or other consolidation. 

If there is a stock split, stock dividend or other change affecting the common stock, then the number and kind of securities reserved under the ESPP will be 
appropriately adjusted by the Board of Directors. Appropriate adjustments will also be made to the purchase price for shares of common stock at the end of the 
offering period in which such an event occurs and other terms of the ESPP. 
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Contributions are held in escrow until the end of the offering period, when the accumulated contributions will be applied to the distribution of shares. The ESPP 
is accounted for using the intrinsic-value-based method of APB Opinion No. 25 and no compensation expense was recorded. However, the ESPP does not meet 
the criteria as set forth in SFAS No. 123 for noncompensatory plans and therefore is deemed compensatory for disclosure purposes only. During 2004, 
employees contributed $19 million to the ESPP, however, no shares were issued in 2004. The $19 million of employee contnbutions was included in other 
current assets as restricted cash and is offset by $19 million in other current liabilities in the Company’s consolidated balance sheet. As of December 31,2004, 
the ESPP provided for the issuance of 2.2 million shares through open market purchases, from treasury shares and from authorized but unissued shares. In 
January 2005, the Company issued 133 1,53 1 shares to employees under the ESPP for the offering period ended December 3 1,2004. 

Embratel Plun 

Embratel also maintained a separate stock option plan. The plan granted Embratel’s directors and employees options to purchase Embratel preferred shares at the 
market value on the grant date. The options became exercisable over a three to four year period and expired ten years from the grant date. Until the third quarter 
of 2001, options were granted with the exercise price adjusted for inflation until the exercise date using the General Market Price Index, became exercisable over 
a three-year period and expired 10 years after the date of grant. Pursuant to the Embratel Plan, options granted could be exercised upon the occurrence of certain 
events, including a change in shareholder control of Embratel. 

Summarized information relating to the Embratel Option Plan is as follows (in millions): 

Number of 
options 

Balance January 1,2002 - 65 
Granted 97 
GM or canceled & /  

. %c : 7,884 ~ a ~ a i b e  Dece‘rnsr 31,2002 t i  

Granted 2,807 
(122 1 ) ExertiSed or sold . .  

Expired or canceled (739) 

B d a w  D d m b e r  3 1,2003 . ‘ 8,731 

Weighted average exercise pnce on December 31,2002 {per thousand ;hares) % ” ” $ ,  1.54 
Weighted average exercise price on December 31,2003 (per thousand shares) $ 2.06 

The fair values of the Embratel Option Plan options granted during the years ended December 31,2003 and 2002 have been estimated at the date of grant using 
the Black-Scholes option-pricing model with the following weighted-average assumptions: 

Year Ended 
December 31, 
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Predecessor Company 

WorMcom Phns 

The Predecessor Company adopted fresh-start reporting (see Note 4) as of December 3 1,2003, at which time it effectively cancelled all common stock options 
under the Predecessor Company’s 1990 Stock Option Plan, the 1997 Stock Option Plan, the 1999 Stock Option Plan, and the MCI ESPP in addition to several 
other stock option plans assumed from various acquired companies, (collectively, the “Option Plans”). 

As of December 3 1,2003 and 2002, the Predecessor Company had authorized 1,025 million shares of WorldCom group common stock for issuance under the 
Option Plans, including the stock option plans assumed from various acquisitions. As of December 31,2002,611 million options were available for issuance and 
approximately 414 million options had been granted under the Option Plans. 

Effective with the recapitalization and issuance of the MCI group tracking stock in June 2001, each outstanding stock option under the Option Plans was 
converted into a stock option to acquire shares of WorldCom group common stock having the same terms and conditions, except that the exercise price and the 
number of shares issuable upon exercise were divided and multiplied, respectively, by 1.03 19. The information presented below reflects this conversion ratio. 

Information regarding options and warrants granted and outstanding is summarized below (in millions, except share price): 

Weighted 
Number of Average 

Options and Exercise 
Warrants PriCe 

; $ -29.85 Brilance, January 1,2002 - 8  

Granted 15.63 
Exercised 1 6.94 
Expired or canceled 37.99 

E + 

Bhance, December 3 1,2002 :, 227 23A9 
Granted 
Eiekised . 

- - 
- 

Expired or canceled - - 

BalaG,  December 31,2003 (Predecessor Company) . . 227 ‘ $ 23.49 

A s k a t i o n  of hsh-start rkporting (see Note 4) . (227) 

B a l W ;  december 3 1,2003 (Successor Company) I t -. 

Approximately 114 million of the options expired or canceled in 2002 represent options cancelled as part of a voluntary exchange program in which employees 
could exchange previously granted stock options for options with new exercise prices, expiration dates and vesting schedules to be issued at a future date that 
was to be six months and one day from the date of cancellation. The issuance of the new options never occurred due to the Company’s bankruptcy filing. The 
options granted during 2002 were granted at an average fair value of $3.24. 

(16) Severance and Restructuring Programs 

The Company provides severance benefits to its employees under its Severance Policy. These benefits vest when the employee is notified of his termination. The 
amount of benefit varies based on the employee’s term of 
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service. Severance benefits for employees who had been notified of termination on or before June 14,2002 were paid in a lump-sum on the date of termination. 
Severance benefits for terminations after that date are paid in equal bi-weekly payments for the duration of the severance benefits. 

Throughout 2004,2003 and 2002, the Company implemented workforce reductions on a company-wide basis, impacting all business segments. Amounts for 
employee termination costs were recorded as announced to the affected employees and in accordance with the Company’s Severance Policy. In 2004,2003 and 
2002, a total of 9,783,4,194 and 15,774 employees were terminated as of December 31,2004,247 employees included in the Company’s terminations were still 
actively working. During 2004, approximately 2,300 employees voluntarily terminated their employment with the Company after receiving notification that their 
positions would be eliminated. Terminations during 2003 and those completed after the Petition Date in 2002 were recorded in the consolidated statements of 
operations as reorganization items, net (see Note 5) .  

In 2004,2003, and 2002, the Company identified certain properties related to the closing of call centers which it planned to vacate and sublease, where possible. 
In accordance with SFAS No. 146, “Accounting for Costs Associated with Exit or Disposal Activities, ” the Company recorded charges of approximately $20 
million, $6 million, and $36 million as selling, general and administrative expenses in its consolidated statements of operations for the years ended December 3 1, 
2004,2003, and 2002, respectively. 

The following table summarizes the Company’s accrual of severance and other restructuring expenses and payments during the years ended December 31,2004, 
2003 and 2002 (in millions): 

Severance Other - 

Expenses 133 36 
Cash payments during 2002 ’ 001) ( 5 )  

Balance as of December 31,2003 (Successor Company) 11 9!2 
163 20 

( 1 3 )  (4) 
Expenses 
Cash payments duringQOO4 

Batance as of December 31,2004 (Successor Company) : >  $ 20 $108 

(17) Discontinued Operations and Assets Held for Sale 

The Company has identified certain non-core assets that it has determined are not part of its expected future operations. As such, these assets and businesses, 
once identified and qualifying for discontinued operations under SFAS No. 144, are reflected as discontinued operations in the consolidated statements of 
operations and as assets held for sale in the consolidated balance sheet. 

Discontinued Operations 

In May 2002, the Predecessor Company committed to a plan to exit its WorldCom Wireless (“Wireless”) resale business because of continuing operating losses. 
In July 2002, the Predecessor Company sold its wireless customer contracts, with no book value, to several wireless providers and resellers for a total of 
approximately $34 million, which was recognized as a gain in 2002. All contracts were effectively transitioned to other providers by October 2002. During 2003, 
the Company recorded $12 million of revenue for amounts received during the period within discontinued operations. 
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In June 2003, the Predecessor Company decided to dispose of its Multichannel Multipoint Distribution Service (“MMDS”) business which included network 
equipment, licenses and leases utilized for the provision of wireless telecommunications services via Multichannel Multipoint Distribution Service. In June 2003, 
the Predecessor Company received Bankruptcy Court approval to dispose of these assets, and this standalone entity was reclassified to discontinued operations 
under SFAS No. 144, and related revenues and expenses were reclassified to discontinued operations for all periods presented. 

On July 8,2003, an Asset Purchase Agreement was entered into with Nextel Spectrum Acquisition Corp. (“Nextel”) for the sale of substantially all of the assets 
of MMDS for $144 million in cash. In addition, the Company entered into a three-year extension of a customer contract between subsidiaries of MCI and 
Nextel. The sale was approved by the Bankruptcy Court on July 22,2003, as modified in certain respects. The Company completed the sale in May 2004 and 
received $144 million in cash for the assets, which was equal to their carrying value which included a reserve for post-closing adjustments of $2 million. This 
reserve was subsequently settled for an immaterial amount resulting in the recognition of a gain on the sale of approximately $2 million. 

In November 2003, the Board of Directors approved a plan to dispose of its 19% economic investment in Embratel, as well as other Latin American entities. On 
March 15,2004, the Company announced that it had entered into a definitive agrement to sell its ownership interest in Embratel and other Latin American 
subsidiaries to Telefonos de Mexico. On April 21,2004, the agreement was amended which increased the cash purchase price to $400 million from $360 million. 
On April 27,2004, these assets qualified as discontinued operations under SFAS No. 144 when the Company received bankruptcy court approval for the sale. 
Accordingly, the Company has reclassified all revenues and expenses to discontinued operations for all periods presented. On July 23,2004, the Company 
completed the divestiture for $400 million. As of the sale date, all obligations under the Share Purchase Agreement were completed. The Company recognized a 
gain on the sale of approximately $12 million within discontinued operations in its consolidated statement of operations. 

In June 2004, the Company decided to dispose of additional Latin American operations and began the marketing of Proceda Tecnologia e Informatica S.A. 
(“Proceda”), an information technology outsourcing company in Brazil specializing in the following areas: data center services, mainframe services, hosting, 
technical support, help desk management, integrated solutions, and e-business. These assets qualified as discontinued operations under SFAS No. 144 in June 
2004 and, accordingly, the Company has reclassified all revenues and expenses to discontinued operations for all periods presented. The Operations were sold on 
December 2,2004 for $3 million. The Company recognized an immaterial gain within discontinued operations in the consolidated statement of operations. 

In June 2004, the Company commenced its internal evaluation related to OzEmail Pty. Ltd (“OzEmail”), an Internet service provider providing dial-up, 
broadband and wireless products to Australian consumers and small business enterprises. In July 2004, the Company began to market OzEmail for sale. The 
related assets qualified as discontinued operations under SFAS No. 144 in July 2004 and, accordingly, the Company has reclassified all revenues and expenses to 
discontinued operations for all periods presented and reclassified all assets and liabilities as “held for sale” in the consolidated balance sheet as of December 3 1, 
2004. On February 28,2005, the Company completed the divestiture of OzEmail for approximately $86 million and will record a gain of approximately $80 
million within discontinued operations in its 2005 consolidated statement of operations. 
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The consolidated statements of operations reflect Wireless, MMDS, Embratel (and other companies related to the transaction), Proceda, and OzEmail as 
discontinued operations for all penods presented. The combined operating results of these entities through the date of disposition and gains from the sale of assets 
are reflected in the consolidated financial statements for the years ended December 31,2004,2003, and 2002 as follows (in millions): 

Gain on sale of assets 

Assets Held for Sale 

OzEmail 

As of December 31,2004, assets held for sale in the consolidated balance sheet relate to OzEmail. Assets include cash and other assets, and liabilities represent 
accounts payable and accrued access costs. Additionally, related cumulative translation adjustments are included as part of shareholders’ equity. 

Douglas Lake 

The Predecessor Company deemed Mr. Bernard J. Ebbers (“Mr. Ebbers”), its former Chief Executive Officer, to be in default of the term of a Promissory Note 
he signed to the Company dated April 29,2002. The Promissory Note was secured by Predecessor Company stock as well as Mr. Ebbers’ equity interests in 
certain enterprises. On May 29,2003, the Predecessor Company entered into an agreement to sell one of Mr. Ebbers’ properties, Douglas Lake, and on July 1, 
2003, the Bankruptcy Court approved the sale of the property. As a result, the Predecessor Company reclassified the asset in its consolidated balance sheet as 
“held for sale” effective July 1,2003 under SFAS No. 144. The canying value of the property was $54 million as of December 31,2003. The property was sold 
in February 2004 for approximately $50 million, which was net of disposal costs. The Company received approximately $37 million in net proceeds in 
connection with the closing, and expects to receive additional proceeds of up to approximately $13 million, pending the resolution of certain tax matters and the 
final determination of any indemnification claims made by the purchaser pursuant to the purchase agreement. The Company recorded the estimated loss of $4 
million as selling, general and administrative expenses in the 2004 consolidated statement of operations. 
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Embratel 

During 2004, Embratel qualified for discontinued operations and was ultimately sold as noted above. The removal of these assets in 2004 had a significant effect 
on the Company's consolidated balance sheet. As Embratel was removed from the consolidated balance sheet during 2004, actual amounts removed from the 
consolidated balance sheet would have reflected current year operations through the date of disposal. The following condensed balance sheet of Embratel as of 
December 31,2003 identifies the assets and liabilities included in the Successor Company's consolidated balance sheet as of December 31,2003. These amounts 
represent the Company's basis in the investment and includes adjustments for U.S. GAAP, consolidation eliminations, and purchase accounting (in millions): 

Successor 
Company 

As of 
December 31, 

2003 

Other current assets 125 

1,237 
, .  Total Current liabilities 

Mmority interest 1,149 

Total liabilities 3,820 
MCI's investment 400 

Total Labilities and equity $ 4,220 
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(18) Leases and Commitments 

The Company leases office facitities, office equipment and telecommunications equipment under non-cancelable operating leases having initial terms of more 
than one year. Various facility leases include renewal options, and most leases include provisions for rent escalation to reflect increased operating costs or require 
the Company to pay certain maintenance and utility costs. Included with telecommunication facilities are contractual commitments with incumbent local phone 
companies that provide ports to the Company and obligations under right-of-way and franchise agreements with various entities. At December 31,2004, future 
minimum payments under non-cancelable leases and commitments and capital lease obligations were as follows (in millions): 

Operating Leases and Commitments 

Office Facilities 
and Telecommunications Capital 

Equipment Facilities Total Leases - - - 

To-&.. $2,974 $4,186 427 

. ” (159) 

b . - - 

Rental expense under operating leases was $945 million, $1.1 billion and $1.8 billion for the years ended December 3 1,2004,2003 and 2002, respectively. The 
reduction in expense relates to the Company’s reduction in leases due to rejections during the Chapter 11 proceedings. 

Property, plant and equipment assets under capital leases were $56 million and $91 million as of December 31,2004 and 2003, respectively. Fresh-start 
reporting as of December 3 1,2003 and the 2004 impairment charges eliminated the accumulated depreciation on these assets (see Note 7). As of December 3 1, 
2004, accumulated depreciation on these assets was $6 million. The Company recorded $9 million, $6 million, and $6 million in depreciation expense on these 
assets for the years ended December 31,2004,2003 and 2002, respectively. 

The Company and Electronic Data Systems Corporation (“EDS”) have negotiated dual outsourcing agreements. The Company has outsourced portions of its 
information technology operations to EDS, pursuant to which EDS has assumed responsibility for the Company’s information technology system operations at 
several locations. As of December 31,2004, the contractual obligation associated with this contract was estimated to be approximately $1.6 billion in the 
aggregate and has been included with office facilities and equipment in the table above. 

The Company has contractual obligations to utilize network facilities from local exchange carriers with terms greater than one year. The Company has assessed 
its minimum exposure related to penalties to exit the contracts and, as of December 31,2004, the obligation associated with this liability was estimated to be 
approximately $1.4 billion and has been excluded from the table above. 

The Company is obligated to pay a portion of maintenance and repair costs for certain cable system which it uses to transmit voice, data and Internet traffic. As 
no minimum obligation is identified under these 
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agreements, the Company has excluded these obligations from the commitment table above. However, the Company estimates these obligations as of December 
3 1,2004 to be approximately $733 million over the contract period, which can exceed 20 years. During 2004,2003, and 2002, the Company incurred expenses 
under these agreements of $40 miliion, $93 million, and $124 million, respectively. 

As of December 3 1,2004, the Company had various miscellaneous purchase commitments for services in the aggregate amount of $137 million. 

(19) Contingencies 

The filing of the Chapter 11 cases automatically stayed proceedings in private lawsuits relating to the Debtors pre-petition claims. Claims arising after the 
Petition Date were not discharged on emergence. 

Right-of- Way Litigation. Prior to the Petition Date, the Predecessor Company was named as a defendant in five putative nationwide and twenty-five putative 
state class actions involving fiber optic cable on railroad, pipeline and utility rights-of-way. The complaints allege that the railroad, utility and/or pipeline 
companies from which the Predecessor Company obtained consent to install its fiber optic cable held only an easement in the right-of-way, and that the consent 
of the adjoining landowners holding the fee interest in the right-of-way did not authorize installation. The complaints allege that because such consent was not 
obtained, the fiber optic network owned and operated by the Predecessor Company trespasses on the property of putative class members. The complaints allege 
causes of action for trespass, unjust enrichment and slander of title, and seek injunctive relief, compensatory damages, punitive damages and declaratory relief. 
By the Petition Date, twenty-two putative class actions remained pending. In the remaining eight cases, class certification had been denied and/or the action had 
been dismissed These cases were stayed as a result of the Predecessor Company’s bankruptcy filing, initially as a result of the automatic stay provisions of the 
Bankruptcy Code, and presently by operation of the discharge injunction incorporated into the modified Second Amended Joint Plan of Reorganization. To date, 
the Bankruptcy Court has denied all motions to lift the automatic stay or the discharge injunction. 

Certain of the right-of -way plaintiffs filed individual and/or putative class proofs of claim in the bankruptcy proceedings. To date, the Bankruptcy Court has 
denied all pending motions to certify classes with respect to these proofs of claim, and has declined to extend the bar date to allow the late-filing of claims by 
U M ~ I I - I ~ ~  class members. As a result of these rulings, the Company’s exposure in these matters has been substantially reduced. 

The Company also is litigating in the Bankruptcy Court, and in several federal appellate courts, the question of whether the discharge injunction contained in the 
Modified Second Amended Joint Plan of Reorganization bars the initiation or continuation of actions outside of the Bankruptcy Court based on the continued 
presence of the fiber optic cable after the Company’s discharge from bankruptcy. To date, one federal appellate court has agreed with the Company’s position, 
and the Bankruptcy Court recently issued decisions in two right-of-way cases finding that any further prosecution after the bankruptcy violates the discharge 
injunction. 

The Predecessor Company executed a settlement agreement in February 2002 regarding all right-of-way litigation in Louisiana, and in June 2002 regarding all 
other railroad right-of-way litigation nationwide. However, following the Petition Date, the Predecessor Company opted out of the nationwide settlement 
agreement because the Oregon court did not approve it, and the Predecessor Company did not elect to proceed to seek approval in Illinois. During the bankruptcy 
proceedings, the Predecessor Company rejected the Louisiana right-of-way settlement agreement, but has since entered into an agreement in principle to 
implement the Louisiana agreement as a pre-petition claim against the Predecessor Company. The Company accrued for its estimate to settle the pre-petition 
litigation as of December 31,2004 and 2003. 
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State Tax. In conjunction with the Predecessor Company’s bankruptcy claims resolution proceeding, certain states have filed claims concerning the Predecessor 
Company’s state income tax filings and its approach to related-party charges. To date, various states have filed proofs of claims in the aggregate amount of 
approximately $750 million. In addition, the State of Mississippi has filed a claim in the aggregate amount of approximately $2 billion. The Company is in 
discussions with the appropriate state taxing officials on these and other similar issues related to state income taxes owed by the Company and its subsidiaries. 

On March 17,2004, the Commonwealth of Massachusetts on behalf of itself and thirteen other states filed a motion to disqualify KPMG LLP (“KPMG”) from 
serving as the Company’s accountant, auditor and tax advisor on the grounds that KPMG is not disinterested as required by Section 327(a) of the Bankruptcy 
Code. The Company believes that the filing of this motion is merely a litigation tactic and that the motion has no merit. The bankruptcy court held hearings on 
the motion, at the conclusion of which the bankruptcy court took the matter under advisement. On June 30,2004, the bankruptcy court denied this motion and the 
states have appealed the order denying the motion. 

Other. The Company provides indemnifications of varying scope and size to certain customers against claims of intellectual property infringement made by third 
parties arising from the use of its products as are usual and customary in the Company’s business. Additionally, the Company provides indemnifications in 
certain lease agreements in which it agrees to absorb the increased cost to the lessor resulting from an adverse change in certain tax laws, which are usual and 
customary in leases of these types. The Company evaluates estimated losses for such indemnifications under FASB Interpretation No. 45, “Guarantors’ 
Accounting and Disclosure Requirements for Guarantees, Including Indirect Guarantees of Indebtedness of Others.” In relation to the indemnifications in certain 
lease agreements, as the indemnifications are contingent on tax law changes, the maximum amount of loss cannot be estimated until there is actually a change in 
tax law. To date, the Company has not incurred significant costs as a result of such obligations and has not accrued any liabilities related to such indemnifications 
in the consolidated financial statements. 

In the normal course of business, the Company is subject to other proceedings, lawsuits and claims, including proceedings under government laws and 
regulations related to environmental and other matters. Such matters are subject to many uncertainties and outcomes are not predictable with assurance. 
Consequently, the Company is unable to ascertain the ultimate aggregate amount of monetary liability or financial impact with respect to these matters at 
December 3 1,2004. While these matters could affect operating results when resolved in future periods, based on current information, the Company does not 
believe any monetary liability or financial impact would be material to its consolidated financial condition, results of operations, or cash flows. The Company, 
where appropriate, accrued for its estimates to settle outstanding litigation as of December 31,2004 and 2003. 

(20) Income Taxes 

The Company is subject to U.S. federal, state, local and foreign income taxes. The domestic and foreign components of (loss) income from continuing operations 
before provision for income taxes for the years ended December 31,2004,2003 and 2002 were as follows (in millions): 

~ 

~ 

~ 

~ 

Successor 
Company Predecessor Company 

Year Ended December 31, 

(Loss) income from continuing operations before income taxes $(3,508)1 $22.778 s(8.70 I ) 



MCI, INC AND SUBSIDIARlES 

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS-(Continued) 

The significant components of the provision for (benefit from) income taxes related to continuing operations for the years ended December 3 1,2004,2003 
and 2002 were as follows (in millions): 

Successor 
Company Predecessor Company - 

Year Ended December 31, 

A reconciliation of differences between the U.S. federal income tax statutory rate and the effective income tax rates for (loss) income from continuing 
operations, which includes federal, state, local and foreign income taxes for the years ended December 31,2004,2003 and 2002, is as follows: 

Successor 
Company Predecessor Company 
- 

Year Ended December 31, 

The effective tax rate is the provision for income taxes expressed as a percentage of (loss) income from continuing operations before income taxes. The 2004 
effective rate is different than the expected federal statutory rate of 35% primarily due to the tax benefits of losses from continuing operations offset by an 
increase in (i) the valuation allowance attributable to current year losses without benefit, (ii) the provision for state income taxes, including current accruals and 
changes in tax reserves, and (iii) the provision for foreign taxes, including changes in tax reserves and increases in dollar-denominated exposure due to the 
weakness of the U.S. dollar and the denomination of liabilities in local currencies. 

In accordance with fresh-start reporting, any future changes in income tax contingencies that existed as of the fresh-stat date would typically be adjusted to 
intangible assets, until exhausted, then to additional paid-in capital and not through income. As a result of the impairment of intangible assets in the third quarter 
of 2004, the Company will record net increases in income tax contingencies existing at the fresh-start date, that would 
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otherwise have served to increase the carrying value of intangible assets above their fair value, as additional income tax expense. The Company will record any 
decreases in pre-acquisition valuation allowance (not offset with decreases in the related gross deferred tax asset) to intangible assets. For the fourth quarter of 
2004, the Company recognized $189 million of net additional expense attributable to changes in pre-fresh start federal, state and foreign tax contingencies, 
foreign exchange gaindlosses and related interest. Additionally, the Company recognized $13 million of reductions of pre-fresh-start foreign income tax 
valuation allowances which was offset to intangibles. 

The 2003 effective rate is lower than the expected statutory rate of 35% primarily due to a decrease in the valuation allowance. The net amount of the valuation 
allowance decreased significantly in 2003 primarily as a result of the establishment of the deferred tax liability for the effects of the Plan. 

The 2002 effective rate. is lower than the expected federal statutory rate of 35% primarily due to the tax benefits of losses from continuing operations offset by (i) 
an SEC civil penalty and other permanent items non-deductible for tax purposes, (ii) an increase in the valuation allowance attributable to losses from operations 
for which no tax benefit was recorded, and (iii) the utilization of NOLs, which were carried back for five years as a result of a change in tax law. 

Deferred income taxes reflect the net tax effects of temporary differences between the carrying amounts of assets and liabilities for financial reporting purposes 
and amounts used for income tax purposes, and the impact of available NOL canyforwards. The components of the deferred tax assets and liabilities were as 
follows as of December 3 1,2004 and 2003 (in millions): 

Successor Company 

As of December 31, 

2004 2003 - 

Less: valuation allowance 

Other 

I 
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In 2004, the Company estimated the effect of amending its returns for 1999 through 2003 to reflect the impact of the restatement of the Company’s previously 
issued consolidated financial statements. Additionally, the Company analyzed its deferred tax balances as of December 3 1,2003 in light of its amended returns. 
Both the amended returns and the analysis of the deferred tax balances resulted in a net decrease in deferred tax balances of $598 million as of December 3 1, 
2003, offset by a corresponding decrease in valuation allowance. Changes to the December 31,2003 deferred tax balances included increases to (i) depreciation, 
amortization and impairment (including a reclassification of line installation costs from a deferred tax liability) of $2.3 billion, (ii) intangibles of $368 million, 
(iii) accrued liabilities of $382 million, and (iv) investments of $195 million. Additionally, changes to the December 31,2003 deferred tax balances included 
decreases to (i) net operating loss of $3.1 billion, (ii) provision for doubtful accounts of $504 million, and ( 5 )  net other deferred taxes of $250 million. These 
changes have been reflected in the above table to facilitate comparability, however, reclassifications have not been reflected in the December 31,2003 
consolidated balance sheet. 

During the third quarter of 2004, the Company impaired its indefinite-lived intangible assets, recognizing an impairment charge of $260 million. As a result of 
the impairment charge, the Company recognized a $99 million tax benefit which reduced the Company’s long-term deferred income tax liability as the 
impairment reduced the difference between the book and tax basis. 

Deferred tax assets are reduced by a valuation allowance if, based on the weight of the available evidence, it is more likely than not that some portion or all of the 
deferred tax assets will not be realized. After consideration of all evidence, both positive and negative, the Company determined that it is more likely than not 
that a portion of the Company’s deferred tax assets will not be realized and that a valuation allowance of $1.9 billion, $1.2 billion and $1 1.4 billion was deemed 
necessary as of December 31,2004,2003 and 2002, respectively. For the years ended December 31,2004,2003, and 2002, the Company’s decision to establish a 
valuation allowance was primarily based on negative evidence of cumulative losses in recent years. 

The ability of the Company to use its NOL carryforwards and other tax attributes may be subject to certain statutory and other limitations after the Emergence 
Date. One such limitation is the required reduction of certain tax attributes due to the cancellation of indebtedness. The United States Treasury Department and 
the Internal Revenue Service (“IRS’) have issued temporary regulations that provide for tax attribute reduction when the debt of a member of a consolidated 
group is forgiven. Upon adoption of fresh-start reporting, the Company established a deferred tax liability to account for the cancellation of indebtedness 
resulting on emergence. Following the application of the attribute reduction rules, the Company estimates all of its federal NOL, capital loss and credit 
carryforwards and the majority of its state NOL and credit carryforwards will be eliminated and will not be available for use in future periods. Accordingly, the 
Company estimates (i) none of its federal NOLs, capital loss or credit canyforwards and (ii) $557 million of state NOLs (which expire from 2008 through 2024) 
will remain following application of the attribute reduction rules. The Company also has $788 million of NOLs in foreign jurisdictions ($639 million of NOLs 
which do not expire and $149 million of NOLs which expire between 2005 and 2012) which are not subject to the attribute reduction rules. 

Additionally, as a result of the application of the attribute reduction rules, the Company estimates it will reduce its tax basis in current assets (including trade 
accounts receivable, intercompany accounts receivable and other current assets) by $1.5 billion and non-current assets (including property, plant and equipment, 
intangibles and other long-term assets) by $5.7 billion. Furthermore, due to certain federal income tax recapture provisions, the Company recorded a deferred 
income tax liability of $1.0 billion attributable to the future recognition of taxable gain on subsidiary stock. The Company further estimates an additional $1.1 
billion would arise for the future recognition of taxable gain on subsidiary stock if certain of the Company’s subsidiaries appreciate in value 
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and the financial accounting basis exceeds the tax basis in such stock. These liabilities were determined using estimates of fair market value and the Company’s 
separate legal entity accounting records and are therefore subject to limitations as set forth in the discussion of other tax contingencies below, including the risk 
of adjustments resulting from review by tax authorities. If appreciation of the Company’s subsidiaries occurs as described above, or adjustments result from 
review by taxing authorities, the additional tax liability of $1.1 billion may be required to be recorded either as an additional deferred tax liability or as a 
reduction to deferred tax assets. This would also result in the reduction in the valuation allowance as shown in the table above by up to approximately $1.1 
billion. Absent adjustments by taxing authorities, future taxable gain would only become a current tax obligation in the event of the disposition or certain 
reorganizations of the appreciated subsidiaries by the Company. 

Moreover, the Company expects that its future ability to utilize any remaining NOLs generated before the “ownership change” that occurred with respect to the 
Company when it emerged from bankruptcy, and possibly its future ability to utilize “built-in” loss deductions, if any, that existed as of the Emergence Date, 
will be limited by Internal Revenue Code Section 382 (“Section 382”). If certain requirements are met, the Company could qualify for a “bankruptcy” exception 
to the general Section 382 limitations. Under this exception, the Company’s future ability to utilize any remaining NOLs and built-in loss deductions would not 
be limited, but the amount of the Company’s pre-Emergence Date NOLs would be reduced, prior to the tax attribute reduction described in the preceding 
paragraph, by an amount equal to a specified portion of the Company’s pre-change interest expense. In addition, if the Company were to undergo a second 
“ownership change” within two years after the Emergence Date, it would be prohibited from utilizing any pre-change NOLs or built-in loss deductions. Even if 
the requirements for qualification for the bankruptcy exception are met, the Company may elect not to have the bankruptcy exception apply. Because it is unclear 
whether the Company will meet the requirements to qualify for the bankruptcy exception, and because the Company currently expects in any event to elect out of 
the bankruptcy exception in order to avoid the effects of a second “ownership change” that would occur as a result of the agreement entered into by the Company 
and Verizon (see Note 26), the Company currently expects to be subject to the Section 382 limitations. Such limitations are a significant reason for the 
Company’s 2004 current federal tax expense of $1 16 million and corresponding increase in taxes payable. 

Prior to the Job Creation and Worker Assistance Act of2002 (the “JCWA Act”), enacted by Congress on March 9,2002, NOLs could be carried back to reclaim 
U.S. federal income taxes paid in the two years preceding the tax year in which the NOLs were generated, and could be utilized to offset 90% of the alternative 
minimum tax liability. The JCWA Act extended the carryback period to the five years preceding the tax year in which the NOL was generated, and allowed 
alternative minimum tax NOL to be carried back to reclaim up to 100 percent of alternative minimum tax liability. As a result of this legislation change, the 
Predecessor Company received a tax refund in 2002 and recognized $210 million of U.S. federal income tax benefit due to the carryback of NOLs which were 
previously reduced by a valuation allowance. 

On October 22,2004, the President signed the American Jobs Creation Act of2004 (the “AJC Act”). The AJC Act provided for nearly $137 billion in tax cuts 
over the next ten years. Significant provisions of the AJC Act included a repeal of the extratemtorial income tax provisions that were declared illegal by the 
World Trade Organization; relief for US.  manufacturer; reform of the taxation of multinational corporations; targeted tax cuts; and fairly broad anti-abuse and 
tax shelter disclosure rules and penalties. The Company’s analysis of this legislation concludes that it will have no material impact on its consolidated financial 
statements. 

Stare Tax Claims. In conjunction with the Predecessor Company’s bankruptcy claims resolution proceeding, certain states have filed claims concerning the 
Predecessor Company’s state income tax filings and its approach to related-party charges. To date, various states have filed proofs of claims in the aggregate 
amount of 
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approximately $750 million. In addition, the State of Mississippi has filed a claim in the aggregate amount of approximately $2 billion. The Company is in 
discussions with the appropriate state taxing officials on these and other similar issues related to state income taxes owed by the Company and its subsidiaries 

Other Tax Contingencies. As of December 3 1,2004, the Company’s management has determined the Company had a material weakness in its internal controls 
around income tax accounting. A component of this material weakness was that the Company did not have adequate controls and procedures with respect to 
separate legal entity accounting records for the Company and its domestic subsidiaries for 2004 and prior years. The Company will use its separate legal entity 
accounting records, which constitute the best available information, as a basis to comply with certain U.S. federal and state tax filing requirements for 2004 and 
prior years. The Company’s tax accruals are based on the aforementioned separate company financial information. 

In addition to the state contingencies relating to the Predecessor Company’s approach to related-party charges, the Company has reserved for additional tax 
contingencies attributable to federal, state and foreign jurisdiction tax return filings. Such contingencies are for tax liabilities and related interest amibutable to 
the ongoing audits of the Company’s federal tax returns (the Company’s federal tax returns from 1992 through 2003 are still open and subject to IRS 
examination, as are numerous state, local and foreign income tax filings for recent years), as well as certain tax positions taken on federal, state and foreign 
income tax returns for which the statutes remain open. The Company’s reserves for these additional tax contingencies are based on the aforementioned separate 
company financial information. 

During 2004, the Company undertook a series of domestic and international restructurings to reduce the number of legal entities within the group, simplify the 
Company’s organizational structure and enhance operational efficiencies. Additional restructurings are planned for 2005. The majority of these restructurings 
have been effected through tax-free reorganizations. Where such transactions are taxable, however, the Company has estimated and provided for such tax 
liability. The Company’s provision for additional tax liabilities attributable to such reorganizations is based on the aforementioned separate company financial 
information. 

The Company’s tax filings and reserves for the contingencies described in the preceding paragraphs including the aforementioned limitations on separate legal 
entity accounting records, are subject to audit, and the respective taxing authorities may contest the information on which these tax filings are based and may 
make additional assessments beyond that which has already been provided for. 

The Company considers earnings relating to remaining foreign subsidiaries and affiliates to be indefinitely reinvested outside of the United States and, 
accordingly, no U.S. deferred income taxes have been recorded with respect to such earnings. Should the earnings be remitted as dividends, the Company may be 
subject to additional U.S. taxes, net of allowable foreign tax credits. The Company has determined that it is not practicable to estimate the amount of any 
additional taxes which may be payable on the undistributed earnings. 
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The following table includes the changes related to the Company’s tax valuation allowances for the years ended December 31,2004,2003 and 2002 (in 
millions): 

Successor Company 

Balance at Balance 
at 

Other End of 
Period Additions Deductions changes Period 

Begiaoing 
of 

Predecessor Company 

Balance 
at 

of 
w i g  Other Balance at 

End of 
Period Additions Deductions changes Period - - - - -  

2002 9,497 1,728 - 220 11,445 

Included in the 2003 “Other changes” are adjustments reflecting the Company’s aforementioned estimated effect of amending its returns for 1999 through 2003 
as well as the Company’s analysis of certain deferred tax balances. 

(21) Pension and Other Postretirement Benefit Plans 

The Company maintains two defined benefit pension plans, the MCI Communications Corporation Plan and WorldCom International Data Services, Inc. Plan 
(collectively, the “MCI Plans”), which cover substantially all MCI employees who became WorldCom employees as a result of the Predecessor Company’s 
merger with MCI Communications, Inc. and who work 1,000 hours or more in a year. Effective January 1, 1999, participants of the MCI Plans no longer earn 
future compensation credits, although interest accruals and benefit vesting continues. Annual service cost for the MCI Plans is determined using the projected 
unit credit actuarial method, and prior service cost is amortized on a straight-line basis over the average remaining service period of the employees. As a result of 
fresh-start reporting, all unamortized prior service costs were eliminated and the generation of any future amounts subsequent to December 31,2003 will be 
amortized under the same method as discussed above. As of December 3 1,2004, there were approximately 21,000 participants in these plans. 

The accumulated benefit obligation of the MCI Communications Corporation Plan exceeded the fair value of its assets by $99 million and $73 million at 
December 31,2004 and 2003, respectively. 

The WorldCom International Data Services, Inc. Plan held assets in excess of the accumulated benefit obligation of $15 million and $16 million as of December 
31,2004 and 2003, respectively. 

In 2004 and 2003, the Company recorded net curtailment and settlement gains related to workforce reductions of $27 million and $39 million, respectively. 

The Company also maintains a postretirement benefit plan that provides health and life insurance benefits to union members who are either currently retired or in 
active employee status and have satisfied certain eligibility requirements. Actuarially determined postretirement benefit costs are accrued as active employees 
e m  these benefits. As of December 31,2004, the Company’s postretirement plan had approximately 300 participants. The postretirement plan offers a 
prescription drug benefit and as such is subject to the Medicare Prescription Drug, Improvement and Modernization Act of 2003 (the “Act”) and has accounted 
for these benefits as required by FASB Staff Position Financial Accounting Standard 106-2, “Accounting and Disclosure Requirements Related to the Medicare 
Prescription Drug, lmprovement and Modernization Act of 2003. ” Measures of the APBO or net periodic postretirement benefit costs do not reflect any amount 
associated with the Medicare subsidy because the Company is unable to conclude if benefits provided by the plan are actuarially equivalent to Medicare Part D 
under the Act. 
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Additionally, Embratel sponsored a defined benefit plan and a postretirement medical assistance plan (collectively, the “Embratel Benefit Plans”). Contributions 
to the defined benefit and postretirement medical assistance plans were based on actuarial studies prepared by independent actuaries under Brazihan regulations, 
and actuarial studies were reviewed periodically to determine whether adjustments to the contributions were necessary. In addition, Embratel had a defined 
contribution plan to which it contributed. 

Bene@ Obligations 

The following table sets forth changes in the accumulated benefit obligations for the MCI Plans and Embratel Benefit Plans for the years ended December 3 1, 
2004 and 2003 (in millions): 

Embratel 
MCI Plans Benefit Plans 

Pension Other Pension Other 
Benefits Benefits Benefits Benefits - - - - 

Assumptionchanges 

Benefit’Qb~g&&s Bt Decembe?$l,2003 (Successor CompBny) - 8  $348 .$ 102 I ,  

’ 7  ’ $453 . ” $  i 35 ’ .  
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Plan Assets and Funded Status 

The following table presents both the change in the value of pension plan assets and the funded status of each plan for the years ended and as of December 31, 
2004 and 2003 (in millions): 

Embratel 
MCI Plans Benefit Plans 

Pension Other Pension Other 
Benefits Benefits Benefits Benefits 
- - - - 

~ ~ t u a l  return on $an assets T , < " I  

Employer conpbutions 
Benefitspaid , Y' ' 
Effect ofsettlements and transfers - 

Fair value of assets at December 3 1,2004 (Successor Company) 2 $387 $ - 

- 1 Unrecognized transition liability - - 

Net amount recognized (Successor Company) $(56) * I $ (30) 

Balance Sheet Recognition 

Amounts recognized in the consolidated balance sheets as of December 31,2004 and 2003 are as follows (in millions): 

Embratel 
MCI Plans BenetX Plans 

Pension Other Pension Other 
Benefits Benefits Benefits Benefits - - - - 

" I  As of I)eceniber 31,2003: 
Accrued benefit cost, net amount recognized (Successor Company) 

Net amount r e c o g n d  (Strckessor Company) $i56) Q$ i30) 
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The weighted-average asset allocations for the Company’s pension plans by asset category (excluding Embratel) were as follows: 

Successor Company 

Actual Asset Allocation 
As of December 31, 

2004 m3 
Target Asset 

Allocation 

Other 1% 3% 

The Company has established and maintains an investment policy for assets held in each MCI Defined Benefit Pension trust. The investment strategies are 
long-term in nature and designed to meet the following objectives: 

Ensure that funds are available to pay benefits as they become due; 

Maximize the trusts’ total returns subject to prudent risk taking; and 

Preserve and/or improve the funded status of the trusts over time. 

The current investment strategy, as adopted by the Company, provides for the following asset allocation policies: 

Percent of Total Fund 
MCI Communications Corporation Plan 

Minimum Target - Maximum 

~ o t a l  equities!” 43% 50% 58% 

- “10% l5% Rehl‘estate 
- 10% 

Fixed inco e 35% 40% 4% 8) 
Cash and cash equivalents - 

Percent of Total Fund 
WorldCom tnternational Data Services, Inc Plan 

I 
I Minimum Target Maximum - 

(‘1 

c2) 

Minimums and maximums for equities do not equal sums of minimums and maximums for each portfolio, but rather reflect constraints for overall equity 
exposure. 
Allocations to real estate will occur over multiple time periods. Assets targeted to rea1 estate, but not yet allocated, will be invested in fixed income 
securities with corresponding adjustments to fixed income rebalancing guidelines. 

The Company reviews the asset mix of the funds on a regular basis. Generally, each fund‘s asset mix will be rebalanced to the target mix as individual portfolios 
approach their minimum or maximum levels. The effective asset mix of all portfolios will be measured considering all futures and options positions. Securities 
convertible into common stock, or which provide for equity participation, are considered to be equities. 
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To meet its asset allocation objective, the Company has developed an investment manager structure that is based on the current asset allocation policies and 
investment guidelines. Each investment manager is engaged to manage a specific asset class portfolio. Periodically, the Company may make changes to the 
investment managers and allocations, as considered appropriate. In general, investment manager performance will be evaluated over a three to five year time 
horizon. Investments in certain telecommunication companies’ securities, including those of the Company, either directly or through controlled affiliates, are to 
be excluded from portfolio holdings unless held through commingled or mutual funds. Performance objectives set out for each manager are net of investment 
management fees. 

Futures contracts may be used as a substitute for holding the underlying asset related to the futures contract. All deliverable long futures contracts must be fully 
backed by cash equivalent holdings in the portfolio so that the portfolio is not leveraged. Futures contracts, if any, will be marked to market daily. Regarding 
mortgage derivatives, the investment manager is prohibited from investing in securities with a high sensitivity to changes in interest rates and prepayment 
spreads. The purchase, sale, or any other dealings with put or call option securities is limited to a maximum of 10% of portfolio value based on the notional value 
of the securities. Investment managers who fail to observe the above restrictions will be liable for any investment losses. As of December 31,2004 and 2003, the 
fund did not have investments in any derivative instruments. 

I Actuarial Assumptions 

The measurement dates used to determine pension and other postretirement benefit measurements for the plans are December 3 1,2004,2003, and 2002. The 
actuarial assumptions used to compute the net periodic pension cost, non-qualified pension benefit cost and postretirement benefit cost are based upon 
information available as of the beginning of each year, specifically, market interest rates, past experience and management’s best estimate of future economic 
conditions. Changes in these assumptions may impact future benefit costs and obligations. In computing future costs and obligations, the Company must make 
assumptions about such things as employee mortality and turnover, expected salary and wage increases, discount rate, expected long-term rate of return on plan 
assets, and expected future cost increases. Two of these items generally have the most significant impact on the level of cost: (1) discount rate and (2) expected 
long-term rate of return on plan assets. 

Annually, the Company sets its discount rate based upon the yields on high-quality fixed-income investments available at the measurement date and expected to 
be available during the period to maturity of the pension benefits. In making this determination, the Company considers, among other things, the yields on S&P’s 
high-quality non-callable AA corporate bonds as of year-end. 

The expected rate of return on plan assets is the long-term rate of return the Company expects to earn on trust assets. The rate of return is determined by the 
investment composition of the plan assets and the long-term risk and return forecast for each asset category. The forecasts for each asset class are generated 
using historical information as well as an analysis of current and expected market conditions. The expected risk and return characteristics for each asset class are 
reviewed annually and revised, as necessary, to reflect changes in the financial markets. To compute the expected return on plan assets, the Company applies an 
expected rate of return to the fair value of the plan assets. 
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The weighted average assumptions used in determining benefit obligations (excluding Embratel) were as follows: 

Defined Benefit Plans Other Postmtirement Benefits 

As of December 31, As of December 31, 

2004 2003 2004 2003 
- - _. - 

Rate of compensation increase - - 5.00% 5.00% 

The weighted average assumptions used in determining net periodic pension cost (excluding Embratel) were as follows: 

Defmcd Benefit Plans Other Postretirement Benefits 

Year Ended December 31, Year Ended December 31, 

2004 2003 2002 2004 2003 2002 - - - - - - 
Expected long-term rate of return 8.50% - - - 
R& of compensation increase - 

For the Embratel Benefit Plans, the weighted average assumptions used in determining the expense and benefit obligations as of and for the years ended 
December 31,2003 and 2002 were as follows: discount rate and expected rate of return on plan assets of 11.3%; average salary increases and social security 
increases of 5%. 

For the MCI Plans, the postretirement benefit obligation was calculated assuming that health-care costs increased by 13.00% in 2004 and 6.75% in 2003, and the 
rate of increase in the per capita cost of covered health-care benefits thereafter (the health-care cost trend rate) was assumed to decrease to 5.00% by 2009 and 
remain at that level thereafter. 

For the Embratel Benefit Plans, the postretirement benefit obligation was calculated assuming that health-care costs increased by inflation plus 4% in 2003, and 
the rate of increase in the per capita cost of covered health-care benefits thereafter was assumed to decrease gradually to inflation plus 2.7% in 2046 and remain 
at that level thereafter. 
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Net Periodic Cost 

The components of the net postretirement benefit and pension costs for the years ended December 31,2004,2003 and 2002 were as follows (in millions): 

Embratel 
Benefit Plans (1) MCI Plans (” 

Pension Other Pension Other 
Benefits Benefits Benefits Benefits 
- - - - 

&i;kiadic pknsionlpostretirement benefit expense (in‘cck) $ 25 $ t 2 i ’  $(lo) 8 - - - - 
. ,  Y&End&# December 31.2003: (Predecessor COmpBnv) 3 

Interest co2t on accumulated pensionlpostrctiremcnt bene $ 28 $ 2  $ 33 . $ 11 
(36) (2) - *  

- - - 
~ ~ p & i r e t u i o  on plan itssets . (29) 

1 
5 - >’ - - - 

on of pnor service cost 
10% I 

Amortization of net actuarial loss 

Net periodic pension/postretirernent benefit expense (income} . $ 7  $ 3  

V& l&kd December 31,2004: (Successor Company) 
Interest cost on accumulated pensionlpostntirement $ 27 $ I  
Expected retum on plan assets (32) 
C w l m e n t  loss 3 
Settlement loss 2 

- 
- 
- 

Amortization of net actuanal loss (gam) 1 (3) - - 
- - 

(l) Service costs were not material due to the MCI Plans being frozen in 1999 and the limited amount of parkipants in the Embratel Benefit Plans. 

Assumed health-care cost trend rates have a significant effect on the amounts reported for the costs each year as well as on the accumulated postretirement 
benefit obligation. A one-percentage-point change in assumed health-care cost trend rates would have the following effects (in millions): 

One Percentage-Point One Percentage-Point 
Increase Decrease 

- $ - Increase (decrease) in total of service and interest cost components $ 
Increase (decrease) in accumulated postretirement benefit obligation 3 (3) 

Cash Flows 

In 2005, the Company expects to contribute approximately $1 million to its defined benefit pension plans. In 2004, the Company contributed $2 million to its 
pension plans. 
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The estimated future benefit payments are as follows (in millions): 

Other 
Defined Benefit Postretirement 

Plans Benefits 

2008 28 3 

2010 to 2014 137 13 

Defined Contribution Plans 

The Company has a defined contribution retirement plan qualifying under the provisions of Section 401(k) of the Internal Revenue Code. Employees are eligible 
to participate in the 401(k) plan immediately upon hire. For the years ended December 31,2004,2003 and 2002, participants could contribute up to $13,000, 
$12,000 and $1 1,000, respectively, of annual earnings on a tax-deferred basis. Upon the completion of one year of service, the Company matches 100 percent of 
the first 5% of employee contributions. This matching is done retroactively to the beginning of the calendar year in which each employee has reached his 
one-year anniversary. Employees are immediately vested in all conhibutions to the plan. The Company’s matching contributions were $75 million, $78 million 
and $100 million for the years ending December 31,2004,2003 and 2002, respectively. Effective August 8,2002, WorldCom group and MCI group common 
stocks were no longer available as investment options under the 401(k) plan. 

(22) Business Segments and Geographic Area Information 

As of December 31,2003 and through the first quarter of 2004, the Company’s business segments represented strategic business units based on the types of 
customers each segment served. These segments consisted of Business Markets, Mass Markets, International and Embratel. These segments were determined in 
accordance with how the Company’s executive management analyzed, evaluated and operated the Company’s entire global operations. 

In March 2004, the Company changed its segment reporting by realigning its previous business segments into three new business segments: Enterprise Markets, 
U.S. Sales & Service, and International & Wholesale Markets. Enterprise Markets serves the following customers which had been served by Business Markets in 
the past: global accounts, government accounts, conferencing and MCI Solutions customers. U.S. Sales & Service serves the previous Mass Markets accounts 
and certain commercial accounts. International & Wholesale Markets serves customers internationally, as well as the Company’s wholesale accounts that were 
previously included in Business Markets. The Company began operating under these new segments in the second quarter of 2004. 

In addition, the Company developed methodologies to fully allocate indirect costs that were previously reported in Corporate and Other to the new business 
segments. These costs include expenses associated with the operation of the Company’s network, access costs and costs of services and products, indirect selling, 
general and administrative expenses, depreciation and amortization, impairment charges, and corporate functions. The Company allocated the 2004 impairment 
charges using the same methodology used for depreciation and amortization expense. The allocation methodologies are based on statistical and operational data 
that is generated from the Company’s continuing operations. These amounts can fluctuate based upon the performance of the individual segments. 
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As a result of the realignment of its segments and the allocation of indirect costs on a segment basis, the Company changed the way it manages its business to 
utilize operating (loss) income information to evaluate the performance of its business segments and to allocate resources to them. 

Embratel’s results of operations, which were previously reported in a separate business segment, have been reclassified to discontinued operations for all periods, 
and therefore have been excluded from this business segment information for all years presented. 

Current Business Segments 

The following is a description of the Company’s business segments: 

Enterprise Markets includes Global and Government Accounts, as well as Conferencing and MCI Solutions businesses. Global Accounts provides 
telecommunications services to large global customers requiring international and complex network services. Government Accounts provides 
similar services to various government agencies. In both cases, these services include local-to-global business data, Internet, voice services and 
managed network services. 

U.S. Sales & Service segment serves Mass Markets accounts which include subscription-based residential and very small business accounts, and 
transactional products including 10-10-987, 10-10-220,1-800-COLLECT, MCI Prepaid card, as well as Commercial Accounts which serves 
small to medium-size business accounts. Commercial Accounts also includes the Company’s SkyTel business, which provides wireless email, 
interactive two-way messaging, wireless telemetry services and traditional text and numeric paging to customers throughout the United States. 

International & Wholesale Markets provides telecommunications services to business customers and telecommunications carriers in Europe, the 
Middle East and Africa (collectively “EMEA”), the Asia Pacific region, Latin America and Canada. These services include voice 
telecommunications, data services, Internet and managed network services. This segment also serves the Company’s domestic and international 
wholesale accounts. 

All revenues for the Company’s products and services are generated through external customers. The Company has three main product and service categories: 
Voice, Data and Internet. 
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The Company determined that it was impracticable to restate its 2002 results into the current business segment structure, as much of the information required to 
generate the segment data was not available. As such, the Company has included segment data for 2004 and 2003 under the current segment structure, and for 
2004,2003 and 2002 under the previous segment structure. Financial information for each reportable business segment and revenue product line under the 
current segment structure follows (in millions): 

Year Ended December 31,2004 (Successor Company) 

Enterprise International & 

Markets U.S. Sales & Service Wholesale Markets Total 

Internet 665 738 1,252 2,655 

2,950 , 4,910 , 5,365 13,225 
. 1:m' 3.007'7 "'1,185 5320 

Costs of sales and services 
~ l ~ g ~ g ~ ~ ~ ~ a ~ ~ ~ v ~ ~ ~ n ~ s  ' " 

Itnpamnent charges 870 1,627 1,016 3,513 

Miscellaneous income 85 

- 
Year Ended December 31,2003 (Predecessor Company) 

Enterprise International & 

Markets U.S. Sales & Service Wholesale Markets Total 

Internet 859 749 1,543 3,151 

income from continuidg operatiqns before income me:, minority 
interests and a cumulative erect of a change in accounting principle , 
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Excludes certain assets that are not attributable to an individual segment since the asset is monitored by, accounted for, or is generated from a central 
corporate-wide program. As such, the Company has excluded $6.1 billion from its asset allocation in 2004 primarily related to its $5.5 billion in cash, cash 
equivalents and marketable securities and $574 million related to deferred income taxes and investments. In 2003, the Company has excluded $8.1 billion 
from its asset allocation primarily related to its $6.2 billion in cash, cash equivalents and marketable securities and $1.9 billion related to deferred income 
taxes and investments. 

As of December 31,2003, the Predecessor Company’s business segments represented strategic business units based on the types of customers each segment 
served. These segments consisted of Business Markets, Mass Markets, International and Embratel (excluded from segment information since the business was 
reclassified to discontinued operations for all periods presented). These segments were determined in accordance with bow the Predecessor Company’s executive 
management, as of the end of 2003, analyzed, evaluated and operated the Predecessor Company’s entire global operations. 

The Predecessor Company evaluated the performance of its segments and allocated resources to them based on revenues and direct selling, general and 
administrative expenses. Expenses associated with the operation of the Predecessor Company’s network, indirect selling, general and administrative expenses 
and corporate functions were evaluated based on their respective costs and, therefore, were included in Corporate and Other. Revenue and expenses were 
measured in accordance with the policies and procedures described in Note 2. The following is a description of each of the business segments prior to the 
Company’s realignment in 2004. 

Previous Business Segments 

The following is a description of the Predecessor Company’s business segments as they existed as of December 31,2003: 

Business Markets provides telecommunications services to large domestic and multinational businesses, government agencies and other 
communication carriers in the United States. These services include local-to-global business data, Internet, voice services and managed network 
services to businesses and governments. 

Mass Markets provides local, long distance and international voice telephone service and Internet telecommunications services to residential and 
small business customers in the United States. 

International provides telecommunications services to business customers and telecommunications carriers in EMEA, the Asian Pacific region, 
Latin America and Canada. These services include voice telecommunications, data services, Internet and managed network services. 
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All revenues for the Predecessor Company's products and services are generated through external customers. The Predecessor Company had three main product 
and service categories: Voice, Data, and Internet. Financial information for each reportable business segment and revenue product line under the previous 
segment structure follows (in millions): 

Year Ended December 31,2004 (Successor Company) 

International coworate and Business Mass 
Markets Markets operations Other Total 

Internet 1,780 15 860 - 2,655 

1 20,690 5,088 , 3,676 , >  Todrevenues . ' . .  11,926 

2,015 5,220 
i I ,  1,924 ' 1,924 

Selling general and admmstrative expenses 1,117 1,478 6) 0 
Dgprk&?icion anif amortizition expenses 

($02) 
85 

Interest expense 
Miscellanecj;s income ' 

Year Ended December 31,2003 (Predecessor Company) 

International c O ~ m t e  and Business Mass 
Markets Markets Operations Other Total 

Voice s 5,846 $6,353 $ 2,435 $ -  $14,634 
Dda 608 1 22 378 - ,6&l 
Internet 2,205 3 943 - 3,151 

708 2,242 6,479 
-2316 2 3  16 _ -  Selling, general and administrative expenses 1,397 2,132 

Depreciation and mrhzat ion expenses 
Loss on property dispositions 43 43 

Reorganization items, net 22,087 

- 
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Year Ended December 31,2002 (Predecessor Company) 

Corporate 
International and Business Mass 

Markets Markets Operations Other Total - 

Internet 3,687 - 873 - 4,560 

TOM rzvenues , !  17,466 3 ' 3,544 28,493 

< a  

1,901 2 217 - . 4. ' 1  1 3  

- 1  

F .  

Impairment charges 4,999 4,999 

ss fiom a n u i n g  operations before income taxes, minority interests and a . 
lative effect of a change in accounting principle 

Information about Geographic Areas 

The Company's revenues by geographic area represent the location that the sale originated and not specifically the segment that reflects the revenue, as some 
international revenues are included in Enterprise Markets. Information about the Company's revenues by geographic area follows (in millions): 

Successor 
Company PFedefessor Company 

Year Ended December 31, 

2004 2003 2002 - -  
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Information about the Company’s property, plant and equipment assets by geographic area follows (in millions): 

Successor Company 

As of December 31, 

2004 2003 - -  

Other 26 48 - -  
- -  

(23) Related Party Transactions 

Ebbers Loan Arrangements 

From shortly after the Predecessor Company’s inception until April 29,2002, Bernard J. Ebbers served as the Predecessor Company’s President and Chief 
Executive Officer. Beginning on or about September 1995, Mr. Ebbers and companies under his control entered into various loan agreements with Bank of 
America, N.A. (or its predecessors in interest). Between 1995 and 2000, Mr. Ebbers or companies under his control borrowed certain amounts from Bank of 
America under these loan agreements, and became obligated under a Bank of America letter of credit in the amount of $45.6 million issued in connection with a 
donation to his alma mater, Mississippi College. In connection with these transactions, Mr. Ebbers pledged shares of the Predecessor Company’s common stock. 
In addition, to secure his obligations incurred in connection with acquisitions of interests in outside businesses and other transactions, Mr. Ebbers pledged several 
million shares of the Predecessor Company’s common stock and certain assets to an affiliate of Citicorp. 

Commencing in 2000 and continuing through April 2002, Mr. Ebbers requested from time to time that the Predecessor Company loan funds to him andor 
guarantee loans he had received from other institutions in response to margin calls being made by such institutions following declines in the value of the 
Predecessor Company’s common stock. In response to his requests, the Compensation and Stock Option Committee (the “Compensation Committee”) of the 
Predecessor Company’s former Board of Directors approved direct loans to Mr. Ebbers of $100 million in 2000 and an additional $65 million on January 30, 
2002, for a total of $165 million. The Compensation Committee also approved a guarantee by the Predecessor Company of a $150 million loan from Bank of 
America to Mr. Ebbers and the $45.6 million Bank of America letter of credit noted above. The Compensation Committee approved these loans and guarantees 
following a determination that it was in the best interest of WorldCom and its shareholders to avoid forced sales by Mr. Ebbers of his common stock. The 
Predecessor Company’s former Board of Directors subsequently ratified the loans and guarantees. The Predecessor Company determined that the interest rate 
charged to Mr. Ebbers was below market rates and that a more appropnate rate of interest for the period from ZOOO, when the loans were first provided, until 
March 31,2002, was 11.1 1% (reflecting that while interest rates declined over that period, the risk of non-payment of the loans increased). The Predecessor 
Company recorded interest income of $8 million in 2002, of which $7 million was imputed interest on the loans. The amount imputed was recorded as a 
reduction to selling, general and administrative expenses to recognize that this interest was not charged to Mr. Ebbers and was considered additional 
compensation to Mr. Ebbers. 
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Following further declines in the trading price of the Predecessor Company’s common stock through early February 2002, the Predecessor Company made 
aggregate payments to Bank of America of approximately $198.7 million to repay all of the outstanding debt guaranteed by the Predecessor Company and 
deposited approximately $36.5 million with Bank of America (of which approximately $2 million was remitted to the Predecessor Company as of March 2003) 
to collateralize the letter of credit. 

On April 2,2002, the Predecessor Company and Mr. Ebbers entered into a letter agreement (the “Ebbers Letter Agreement”) whereby Mr. Ebbers (i) indemnified 
the Predecessor Company against any losses incurred in respect of the loans and guarantees provided by the Predecessor Company and (ii) pledged 9,287,277 
shares of WorldCom group common stock and 575,149 shares of MCI group common stock (representing all of Mr. Ebbers’ unencumbered shares in WorldCom, 
IC.) to secure his obligations. In addition, on April 18,2002, the Predecessor Company and Mr. Ebbers entered into a pledge and security agreement (the 
“Ebbers Pledge and Security Agreement”), whereby Mr. Ebbers granted the Predecessor Company security interests in all of his interest in BC Yacht Sales, Inc., 
a yacht sales company wholly-owned by Mr. Ebbers, and BCT Holdings, LLC, a shipyard in which Mr. Ebbers held a 99.8% interest (collectively, 
“Intermarine”) and Douglas Lake. In addition, Mr. Ebbers owned an 86.25% interest in Joshua Holdings LLC (“Joshua”), the majority shareholder in Joshua 
Timberlands LLC (“Joshua Timberlands”), a timber venture located in several Southeastern states. Due to restrictions set forth in a credit agreement between 
Joshua Timberlands and The Travelers Insurance Company, Mr. Ebbers only granted a security interest totaling 21.25% of the capital stock of Joshua. The 
Predecessor Company also received a pledge by the other two interest holders in Joshua relating to an additional 13.75% of its capital stock. Under agreements 
between the Predecessor Company and Mr. Ebbers dated April 17,2002, the Predecessor Company became entitled to exercise sole and exclusive control of Mr. 
Ebbers pledged property interests, including voting interests upon notice to the relevant company (the “Control Agreements”). 

On April 29,2002, in connection with Mr. Ebbers’ resignation as President, Chief Executive Officer and Director of WorldCom, the Predecessor Company 
consolidated these various demand loan and guaranty arrangements into a single prormssory term note in the principal amount of approximately $408.2 million 
(the “Ebbers Note”). Pursuant to the terms of the Ebbers Note, in addition to accrued and unpaid interest as described below, the principal amount was subject to 
payment over five years on the following schedule: $25 million on April 29,2003, $25 million on April 29,2004, $75 million on April 29,2005, $100 million on 
April 29,2006, and all remaining principal on April 29,2007. The Ebbers Note also provided for the payment of interest on the outstanding balance, 
compounded monthly, on each repayment date at a fluctuating interest rate equal to that under one of the Predecessor Company’s credit facilities, which was 
2.31875% per annum as of April 29,2002. The Ebbers Note further provided that all principal and accrued interest would become immediately due and payable 
(1) upon the death of Mr. Ebbers, (2) upon demand in the case of certain events of default, or (3) automatically without notice in the case of certain events of 
bankruptcy by or against Mr. Ebbers. 

On April 30,2003, the Predecessor Company served Mr. Ebbers with a notice of event of default under the Ebbers Note due to his failure to make the scheduled 
$25 million principal payment on April 29,2003. As a consequence, all principal and accrued interest under the Ebbers Note became immediately due and 
payable. Mr. Ebbers disputes that he is in default under the Ebbers Note due to the receipt of proceeds of asset sales discussed below. To date, Mr. Ebbers has not 
made any payment with respect to his obligations under the Ebbers Note. After giving consideration to various factors, including what the Predecessor Company 
considered to be a default of the Ebbers Note and management’s knowledge and estimates of Mr. Ebbers’ financial condition, the Predecessor Company 
concluded that the collectibility of the Ebbers Note was remote. Accordingly, the Predecessor Company established a valuation reserve, reflected as of March 
2002, which the Predecessor Company recorded as bad debt expense (a component of selling, general and administrative expenses) in an amount equal to the 
outstanding principal and accrued interest balance under the Ebbers Note less the amount anticipated to be realized by the Predecessor Company in connection 
with the disposition of the Intermarine, 
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Douglas Lake and Joshua Timberlands collateral. Subsequent to the March 2002 filing, the Predecessor Company obtained a third party independent appraisal of 
the Joshua Timberlands properties which indicated a value less than the balance of the senior debt. In addition, the Predecessor Company was able to secure sales 
contracts for the Intermarine and Douglas Lake properties. Accordingly, as of June 2002, the Predecessor Company increased the reserve to include the entire 
amount of the note, net of the ultimate selling prices of the Intermarine and Douglas Lake properties. 

The Predecessor Company has exercised certain of its rights under the Ebbers Pledge and Security Agreement and the Control Agreements to require the sale of 
Intermarine and Douglas Lake, and to apply the proceeds to reduce the principal amount outstanding under the Ebbers Note. In October 2002, the Predecessor 
Company acquired Mr. Ebbers’ interests in Intermarine through a strict foreclosure action. In December 2002, the Predecessor Company sold a yacht and, in 
February 2003, sold substantially all of the remaining assets of Intermarine. The net proceeds of these sales plus the proceeds of prior sales of other yachts 
contained in the bank account of Yacht Sales totaled approximately $17.4 million. In January 2003, the Predecessor Company exercised certain control rights 
with respect to Mr. Ebbers’s interests in Douglas Lake which was sold in 2004 (see Note 17). Based on the appraised net value of the Joshua Timberlands 
property, the Predecessor Company has elected not to exercise its right to foreclose on the Joshua Timberlands assets at this time. The Company will continue in 
its efforts to recover all amounts due and payable under the Ebbers Note. 

On July 9,2004, the Company initiated an action in the United States Bankruptcy Court for the Southern District of New York seeking a judgment for all 
amounts due under the Ebbers Note. On December 9,2004 the Company filed a motion for partial summary judgment for the Ebbers Note balance. The 
Bankruptcy Court has extended the time for Ebbers to respond to the motion due to Ebbers’ criminal trial. 

Ebbers Separation Agreement 

The Predecessor Company also entered into a separation agreement with Mr. Ebbers as of April 29,2002, which provided for his resignation from all 
directorships, offices and positions with the Predecessor Company, and for his appointment to serve the Predecessor Company’s Board of Directors as 
non-executive “Chairman Emeritus” at the pleasure of the Board. Pursuant to the separation agreement, Mr. Ebbers agreed to remain available for a period of 
five years to provide consulting services from time to time. The agreement also provided for the Predecessor Company to make an annual pension payment of 
$1.5 million to Mr. Ebbers for the remainder of his life and an annual pension benefit of $750,000 to his current spouse for the remainder of her life, should she 
survive him. In addition, the Predecessor Company agreed to continue in effect its indemnification of him and to provide continued medical and life insurance 
benefits for Mr. Ebbers’ lifetime at the Predecessor Company’s expense and limited use of the Predecessor Company’s aircraft, subject to reimbursement to the 
Predecessor Company by Mr. Ebbers on the same basis as is currently in effect with the Predecessor Company for personal usage. Mr. Ebbers was also granted 
the right to lease office space from the Predecessor Company. The separation agreement further provided that all of Mr. Ebbers’ outstanding options to purchase 
WorldCom group common stock or MCI group common stock became fully vested and exercisable as of April 29,2002, and would generally remain exercisable 
for a period of five years following that date (or, if earlier, the expiration of the original term). As of April 29,2002, Mr. Ebbers held (i) unvested options to 
acquire 1,788,627 shares of WorldCom group common stock at a weighted-average exercise price of $30.90 per share, (ii) vested options to acquire 9,510,678 
shares of WorldCom group common stock at a weighted-average exercise price of $21.25 per share, and (iii) no vested or unvested options to acquire MCI 
group common stock. Under the separation agreement, Mr. Ebbers further agreed to be subject to a number of restrictive covenants, including a five-year 
non-competition covenant in favor of the Predecessor Company’s affiliates and the Predecessor Company. The Predecessor Company and Mr. Ebbers also 
agreed to and executed a mutual release of actual or potential claims, subject to certain exceptions. Finally, the separation agreement provided that, in the event 
of 
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any breach of the separation agreement by Mr. Ebbers, default by Mr. Ebbers with respect to any of his obligations under the Ebbers Note and related 
arrangements or the filing of bankruptcy by him, the payment of pension benefits described above would be permanently discontinued and all outstanding 
amounts due to the Predecessor Company by him would be accelerated as provided in the Ebbers Note. 

The Predecessor Company has not made any of the pension payments under the separation agreement nor provided any of the other benefits under the agreement 
except health benefits. Additionally, the Predecessor Company ceased providing health benefits on March 31,2003. The Predecessor Company believes that Mr. 
Ebbers had breached the separation agreement. However, Mr. Ebbers asserts that he has not breached the separation agreement and that the Predecessor 
Company breached the separation agreement prior to any alleged breach by Mr. Ebbers. 

Mr. Ebbers has filed proofs of claim in the Predecessor Company’s Chapter 11 cases seeking, among other things, payment of benefits under the separation 
agreement. On September 30,2003, the Predecessor Company filed a notice of rejection of the separation agreement in its Chapter 11 case. The notice indicated 
it was merely a protective measure, as the Predecessor Company believes the separation agreement is not an executory contract on account of the prior breach by 
Mr. Ebbers. On October 15,2003, Mr. Ebbers objected to the notice of rejection. Additionally, in the complaint filed against Ebbers on July 9,2004, the 
Company asserted that Ebbers was in default of the Ebbers note and consequently the Company had no further obligations to Ebbers under the separation 
agreement. 

Other Transactions with Ebbers 

During 2002, the Predecessor Company provided office space and Internet access at no charge to the Jackson Bandits, a minor league hockey team owned in part 
by Mr. Ebbers. The cost associated with the 1,300 square foot office space and the T-1 Internet connection totaled approximately $160,000. Additionally, Mr. 
Ebbers was an owner of KLLM Transportation, Inc. (“KLLM’), for which the Predecessor Company provided voice telecommunications services in the amount 
of $122,000. There was no receivable from KLLM as of December 3 1,2002. During 2002, the Predecessor Company also provided telecommunications services 
to other companies owned by Mr. Ebbers. The total revenue generated in 2002 by the sale of such services to these companies was approximately $22,000. 

Mr. Ebbers individually provided Ronald Beaumont, the Predecessor Company’s Chief Operating Officer of WorldCom Group from December 2000 until May 
2002, with a $650,000 personal loan that accrued interest at a rate of 10% per annum. The loan from Mr. Ebbers was provided in two installments, with $250,000 
loaned in 2000 and an additional $400,000 loaned in 2002. 

Transactions with Ronald Beaumont 

During 2002, the Predecessor Company purchased services from three companies owned by Mr. Beaumont (Beaumont Events Company, Beaumont Ranch 
Company and Beaumont Key Services). The companies were engaged by the Predecessor Company to host certain events. The total cost of these services 
provided during 2002 totaled $21,000. 

Kellett Airplane Arrangements 

In 2001, the Predecessor Company leased a Falcon 20 airplane to Kellett Investment Corporation (“KIP), controlled by Stiles Kellett Jr., who at the time was a 
member of the Predecessor Company’s Board of Directors and chairman of the Compensation Committee. Pursuant to the terms of the Predecessor Company’s 
lease to 
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KIC, the Predecessor Company leased the Falcon 20 aircraft to KIC for a nominal monthly fee with a term expiring on June 15,2002. KIC was also responsible 
under the lease for the costs of the insurance on the airplane, the pilots, the hangar expense, fuel, and payment to the Predecessor Company of a $400 per hour 
flight fee. The Predecessor Company retained responsibility under the lease for reimbursing KIC for the costs of the maintenance for the airplane. 

In 2002, MI. Breeden, the Corporate Monitor, conducted an investigation of the airplane arrangement. On September 6,2002, Mr. Breeden sent a summary of his 
investigation of the lease arrangement to the Predecessor Company’s Board of Directors, which concluded that the terms of the lease arrangement were below 
fair market value and the lease should have been disclosed to the Board of Directors and on Mr. Kellett’s annual “directors’ and officers’ questionnaire.” Mr. 
Breeden recommended, among other things, that the Predecessor Company seek to obtain additional amounts owed to the Predecessor Company under the lease 
arrangement, and that the Board of Directors remove Mr. Kellett as a director. In October 2002, the Predecessor Company entered into a settlement agreement 
with Mr. Kellett pursuant to which MI. Kellett paid to the Predecessor Company the balance necessary for reimbursement for his use of the airplane under the 
lease at a rate of $3,000 per hour, offset by amounts the Predecessor Company owed him which totaled $148,000 in 2002. Under the settlement agreement, Mr. 
Kellett also resigned from the Board of Directors. 

Roberts Airplane Arrangements 

From 2000 to 2002, the Predecessor Company incurred air transportation costs for Bert C. Roberts, Jr. (the Chairman of the Board of Directors from 1998 until 
his resignation in December 2002 and a member of the Compensation Committee) and other WorldCom employees. Such transportation was provided by BR 
Ventures (“BRV”), a wholly-owned company held by Mr. Roberts. The Predecessor Company paid BRV for use of the aircraft for WorldCom business at a rate 
of approximately $1,600 per flight hour. The Predecessor Company paid BRV for Mr. Roberts’s personal use of the aircraft using an Internal Revenue Service 
formula, which amounts were imputed as income to Mr. Roberts. The Predecessor Company paid approximately $159,000 to BRV under this arrangement in 
2002. 

Transactions with Brown Brothers C? Hamhan (“BB C? H”) 

Lawrence Tucker, a member of the Predecessor Company’s Board of Directors from 1998 through October 2000 and an Advisory Director from November 2000 
through October 2002, was a General Partner of BB & H. During 2002, the Predecessor Company provided telecommunicauons services to BB & H in the 
amount of $533,000. 

Transactions with Companies Related to John S i d p r e  

John Sidgmore, the Predecessor Company’s interim President and Chief Executive Officer from April 2002 through December 2002 and a member of the 
Predecessor Company’s Board of Directors from 1998 through October 2002, was a venture partner of New Enterprise Associates (“NEA) since October 2001. 
During 2002, the Predecessor Company provided voice and data services to NEA in the amount of $170,000. 

Mr. Sidgmore was also Chairman and Chief Executive Officer of eCommerce Industries, Inc. (“ECI”). During 2002, the Predecessor Company provided various 
telecommunications services to ECI in the amounts of $275,000. The Predecessor Company also provided telecommunications services to United Business 
Computers, a subsidiary of ECI, during 2002 in the amounts of $196,000. 
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS-(Continued) 

k g a l  Servicesfrom Pailon Boggs 

Mr. Laurence Harris, a director of the Company, was a partner in the law firm Patton Boggs LLP (“Patton Boggs”) during 2004. As of December 3 1,2004, Mr. 
Harris was “of counsel” for the firm. The total cost of various legal services provided by Patton Boggs in 2004 was approximately $1 million. As of December 
3 1,2004, the amount payable to Patton Boggs was approximately $86,000. Mr. Hanis does not share in any of the fees received by Patton Boggs from the 
Company. 

Transactions with Telefonos de Mexico, S A .  de C.V. 

During the year ended December 31,2004, the Company entered into numerous transactions with Telefonos de Mexico, S.A. de C.V. and its subsidiaries 
(“Telmex”), a company controlled by Mi. Carlos Slim Helu, a significant shareholder of the Company. Telmex is a leading provider of telecommunications 
services, primarily in Mexico. As a result of these transactions, the Company recognized revenues of approximately $3 1 million and incurred expenses of 
approximately $197 million during the year ended December 3 1,2004. The services provided to Telmex include telecommunication services. As of December 
3 1,2004, receivables for services due to the Company from Telmex were approximately $7 million, and approximately $34 million was payable to Telmex. 

Transactions with Embratel 

Daniel Crawford, Acting President-Intemational & Wholesale Markets during 2004, was, until July 23,2004, Chairman of the Board of Directors of Embratel. 
When the Company sold its ownership interest in Embratel in July, 2004, Mr. Crawford resigned from the Board of Directors of Embratel and has no further 
relationship with Embratel as an officer or director. During the period in which Mr. Crawford was on the Board of Directors of Embratel, all intercompany 
transactions were eliminated in consolidation. The Company has continued to maintain a commercial relationship with Embratel since the sale, and continues to 
utilize Embratel to serve its customers’ communication needs in Brazil. During 2004, the total costs of services provided by Embratel were approximately $29 
million and the total revenues for services provided to Embratel by the Company were approximately $15 million. As of December 3 1,2004, receivables for 
services due to the Company from Embratel totaled approximately $6 million, and approximately $1 1 million was payable to Embratel. 

Other Transactions 

Certain directors of the Company are affiliated with various entities that purchase the Company’s voice, data, and Internet telecommunications services. These 
purchases are made in the ordinary course of business and the directors do not have any involvement in the selection of the Company as a provider of these 
services. 
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(24) Condensed Combined Financial Statements (Unaudited) 

In accordance with SOP 90-7, the following unaudited condensed combined financial statements of the Debtors, consisting of substantially all of the Predecessor 
Company's direct and induect domestic subsidiaries, represents the unaudited results of operations for the Debtor entities for the years ended December 31,2003 
and 2002. These statements have been prepared on the same basis as the Predecessor Company's consolidated financial statements. The application of fresh-start 
reporting effectively eliminated the debtor companies for accounting purposes and as such, no statement of financial position has been presented as of December 
31,2003. 

Debtors Unaudited Condensed Combined Statements of Operations 
Years Ended December 31,2003 and 2002 

(In Millions) 

Predecessor Company 

Year Ended 
December 31, 

Operating expenses"' 19,573 31,475 - -  

m continuing operations before income taxes, minority rests and cumulative effects of changes in accounting 
. . I  22.127 (8i31) 

(264) 129) 
6 21 

Income p expense 
~ i ~ ! o r i v  ihteresis net of tax 

Income (loss) frommntinuing operations before cumulative effects of changes in accounting principles 22,469 (8,939) 

Cumu1ati"veeffects of changes in accounting principles (215) ' (32) 
Loss from discontinued operations (43) (202) 

Net income(1oss) attributable to common shareholders3' $2221 1 $(9,192) 

('1 Included revenues and associated costs of the Predecessor Company's non-debtor international subsidiaries that were subject to transfer pricing 
agreements with one of the Predecessor Company's debtor subsidiaries, which effectively transferred the revenues and expenses of the non-debtor 
international subsidiaries to a debtor entity. 
All reorganization gains and losses were related to the Debtors' operations during the Chapter 11 period. 
The net loss attributable to common shareholders of the Debtors was equal to the Predecessor Company's consolidated net loss attributable to common 
shareholders because WorldCom, Inc. (ultimate Parent company of all consolidated subsidiaries) was a debtor and all non-debtor subsidiaries were 
accounted for on the equity method of accounting in these unaudited condensed combined financial statements of the debtor entities. Equity in earnings 
(losses) were included in other income (expense), net. 

(2)  
(3) 
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(25) Selected Quarterly Fmancial Information (U~udited)  

The following represents the Company's quarterly results for 2004 and 2003 (in millions, except per share amounts): 

Successor Company 

Quarter ended 2004 

mrcb 31(@ June 30@' September M Lhxember 31 - 

Predecessor Company 

Quarter ended 2003 

Net income (loss) attnbutable to common shareholders 51 9 22,206 

Included a $95 million reduction in access costs for a change in estimate regarding contributions to the Universal Service Fund for 2003 and the fust 
quarter of 2004, as well as $62 million in gains from creditor settlements. 
Included $3.5 billion of impairment charges related to the Company's long-lived and indefinite-lived assets (see Note 3). 
Included the effects of a total of $100 million in gains from creditor settlements, a $76 million benefit related to property tax adjustments and value added 
tax settlements, a $61 million reduction in bad debt expense including a change in estimate, and a $66 million increase to revenue including a change to 
billing adjustment assumptions, offset by an increase to access costs of $25 million related to vendor settlements and other increases of $8 million. 
Included the effects of income tax expense related to changes in estimates of $275 million regarding the Company's pre-confinnation contingencies and 
current year provision for state income taxes. 
Included the Predecessor Company's gain of approximately $22.3 billion from the effects of its Plan which were recorded on December 31,2003 upon the 
adoption of fresh-start reporting (see Note 5) .  

(z) 
(3) 

(4) 

(3 
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c6f Amounts have been reclassified from previously reported amounts to reflect Embratel, F’roceda and OzEmail as discontinued operations as follows (in 
millions): 

Successor Company 

Quarter ended 2004 

Mareh 31 June 30 - - 
(14) - Reclassified to discontinued operations (877) 

Revenues, as restated . . -  V % J & ~ *  $5,418 $5,222 
1 8  

‘ $ (205) $ 41 +rating (loss) Imine, as reported 
(4) - - Reclassified to discontinued operations (65) 

(3) (4) - - 
8 .  

L ~ S S  &om continuing &rations, as restated 

Lo& per share frombntinliing operations, as reported $ ( I .  17) 5 (0.2 1) 
Loss per share from continuing operations, as restated (1.18) (0.22) 

Loss per share from discontinued operations, as reported J i  % (0.02) ‘ (0.01) 
Loss per share from discontinued operations, as restated (0.01) (0.00) 

Predecessor Company 

Quarter ended 2003 

March 31 June 30 September 30 December 31 - - 
dvknues, as reported . $7228 $6,900 ‘ $ 6,780 $ 6,407 

~~come~loss) from continuing operations, as reported $266 $ 22,213 
Reclassified to discontinued operations 

(26) Subsequent Events 

Merger Agreement 

On February 14,2005, Verizon Communications Inc. (“Verizon”), the Company and a wholly-owned subsidiary (“Merger Sub”) of Verizon entered into an 
Agreement and Plan of Merger (the “Merger Agreement”). The Merger Agreement provides that, upon the tenns and subject to the conditions set forth in the 
Merger Agreement, the Company will merge with and into the Verizon subsidiary (the “Merger”), with Merger Sub continuing as the surviving person (or, in 
certain situations, as provided in the Merger Agreement, a wholly-owned corporate subsidiary of Verizon will merge with and into the Company, with the 
Company as the surviving person.) 



At the effective time and as a result of the Merger, the Company will become a wholly-owned subsidiary of Verizon and each share of the Company’s common 

and 
I 
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS-(Continued) 

number of shares may be reduced pursuant to a purchase price adjustment based on the Company’s bankruptcy-claims and for certain tax liabilities, on the terms 
specified in the Merger Agreement. The Merger Agreement also provides for payment of a special cash dividend in the amount of $4.10 per share (less the per 
share amount of any dividend declared by the Company during the period beginning February 14,2005 and ending on the closing date of the merger) of MCI 
common stock after the Merger Agreement is approved by the shareholders. All outstanding Company stock-based awards at the effective time will be replaced 
by a grant of Verizon stock-based awards. 

Consummation of the Merger is subject to customary conditions, including (i) approval of the shareholders of the Company, (ii) expiration or termination of the 
applicable Hart-Scott-Rodino waiting period and receipt of certain other federal, state or international regulatory approvals, (iii) absence of any law or order 
prohibiting the closing, (iv) subject to certain exceptions, the accuracy of representations and warranties and the absence of any Material Adverse Effect (as 
defined in the Merger Agreement) with respect to each party’s business. In addition, Verizon’s obligation to close is subject to other conditions, including (i) 
absence of any pending U.S. govemmental litigation with a reasonable likelihood of success seeking to prohibit the closing or to impose certain limitations, (ii) 
receipt of a bankruptcy order issued by the Unites States Bankruptcy Court for the Southern District allowing for the substitution of shares of Verizon common 
stock for shares of MCI common stock to satisfy certain bankruptcy-related claim, and (iii) receipt of an order issued by the United States District Court for the 
Southern District of New York relating to the Company’s Corporate Monitor and certain affirmative obligations imposed by prior order of the United States 
District Court for the Southern District of New York The Merger Agreement contains certain termination rights for both the Company and Verizon, and further 
provides that, upon termination of the Merger Agreement under specified circumstances, the company may be required to pay Verizon a termination fee of $200 
million. 

Consummation of the Merger will constitute a “Change of Control” under the Company’s outstanding Senior Notes, which will obligate the surviving person to 
make an offer to purchase such Notes within 30 days after the effective time at a purchase price equal to 101% of principal amount plus accrued interest. 

On February 15,2005, the Company received notice that an individual shareholder filed a putative class action on behalf of himself and all shareholders of the 
Company against the Company and all of the individual members of the Board of Directors in Chancery Court in the State of Delaware. Subsequently, Plaintiff 
filed an amended complaint that added among other things, Verizon as a defendant in the case. Plaintiff alleges that the Company and the Board of Directors 
breached their fiduciary duties to shareholders in entering into the Merger Agreement with Verizon rather than accepting the merger proposal propounded by 
Qwest Communications International, Inc. As a remedy, Plaintiff requests that the Chancery Court issue an injunction prohibiting consummation of the Merger 
Agreement. Additionally, the Company has received notice that three additional putative class actions containing similar allegations were filed on February 18, 
2005 against the Company and the Board of Directors in the Chancery Court in the State of Delaware. The Company will aggressively defend itself in these 
cases. 

On February 24,2005, the Company received a revised proposal from Qwest Communications International, Inc. (‘Qwest”) to acquire it. The Company’s board 
of directors announced that it would conduct a thorough review of the Qwest proposal. On March 2,2005, the Company announced its intention to engage with 
Qwest to review their February 24,2005 proposal. This decision was made with the concurrence of Verizon. Subsequently, MCI and Qwest have been in 
ongoing discussions regarding Qwest’s proposal. These discussions are continuing. 

~ 
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i Other 

On January 20,2005, the Company announced its acquisition of Network Security Technologies, Inc., a privately-held provider of managed security services, 
for approximately $105 million in cash. The acquisition was completed on February 25,2005. 

On February 15,2005, the Company announced that it entered into a sales agreement to sell OzEmail for approximately $86 million. The Company completed 
the divestiture on February 28,2005 and will record a gain of approximately $80 million in discontinued operations in its 2005 consolidated statement of 

I 

I operations. 

~ 
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Exhibit 10.5 

EMPLOYMENT AGREEMENT 

THIS EMPLOYMENT AGREEMENT (the “Agreement”) is made and entered into effective as of April 2,2004 (the “Effective Date”), by and between 
WorldCom, Inc., a Georgia corporation (the “Company”), and Robert Blakely (the “Executive”). In consideration of the mutual covenants set forth herein, the 
Company and the Executive hereby agree as follows: 

1. Position: Duties. 

(a) During the Period of Agreement (as defined in Section 2). the Executive shall be employed as the Executive Vice President and Chief Financial Officer of the 
Company. The Executive shall report directly to President and Chief Executive Officer. The Executive shall have the duties, responsibilities, powers, and 
authority customarily associated with the position of Executive Vice President and Chief Financial Officer and shall perform such other and unrelated services 
and duties as may be assigned to the Executive from time to time by the President and Chief Executive Officer consistent with the Executive’s position as 
Executive Vice President and Chief Financial Officer. 

(b) The Executive shall diligently, competently, and faithfully perform all duties, and shall devote the Executive’s entire business time, energy, attention, and 
skill to the performance of duties for the Company and its subsidiaries and affiliates and will use the Executive’s best efforts to promote the interests of the 
Company. It shall not be considered a violation of the foregoing for the Executive to serve on industry, civic, religious or charitable boards or committees, so 
long as such activities do not individually or in the aggregate significantly interfere with the performance of the Executive’s responsibilities as an employee of 
the Company in accordance with this Agreement. 

2. m. The initial term of this Agreement shall commence on the Effective Date and continue through December 31,2006, unless terminated prior to such date 
as provided at Section 8 hereof (the “Period of Agreement”). The Period of Agreement may be extended upon the written agreement of the parties as approved by 
the Board of Directors of the Company (the “Board”). Upon the expiration of the Period of Agreement, except as provided herein, this Agreement shall 
terminate, and any continuation of the Executive’s employment with the Company thereafter shall be “at-will.” 

3. Base Salary. The Executive’s annual base salary (the “Base Salary”) shall be $700,000, which amount shall not be decreased except upon mutual consent or 
due to a decrease generally applicable to all senior executives of the Company. The Board or, if so delegated by the Board, the Compensation Committee shall 
review the Base Salary annually, but shall not have any obligation to increase such amount. No increase in the Executive’s Base Salary may be implemented 
prior to review and approval by the Board or, if so delegated by the Board, the Compensation Committee. Any increase in Base Salary shall constitute the 
Executive’s “Base Salary” thereafter under this Agreement. The Base Salary shall be payable in substantially equal installments in accordance with the 
Company’s payroll policy in effect from time to time and shall be subject to any payroll or other deductions as may be required to be made pursuant to law, 
government or court order or by agreement with, or consent of, the Executive. 

4. m. The Executive shall be eligible to receive a bonus equal to 75% of the Executive’s Base Salary for performance at target levels based upon 
performance standards, with smaller or greater bonus opportunities for performance below or above target levels, all as determined by the Board. 

5. Benefits and P erauisitex. The Executive shall be entitled to participate in such life insurance, disability, medical, dental, pension, profit sharing and retirement 
plans and other programs as may be made generally available from time to time by the Company for the benefit of executives at the Executive’s level and its 
employees generally. The Company shall provide the Executive with such perquisites as are provided from time 
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to time by the Company to its executives generally. The Executive shall be entitled to receive such other compensation, benefits and perquisites as set forth on 
Auoendix 1 to this Agreement. 

6. Exoenses. The Company shall reimburse the Executive for all reasonable expenses reasonably incurred by the Executive in performing services hereunder, 
which are incurred and accounted for in accordance with the Company’s policies and procedures applicable thereto. 

7. -. The Company shall maintain officers’ liability insurance coverage for Executive in reasonable amounts during the Period 
of Agreement and, for any act or omission occumng during the Period of Agreement, at all times thereafter for the duration of any period of limitations during 
which any action may be brought against the Executive, in the same amount and to the same extent as the Company covers members of the Board. The Executive 
shall be indemnified and held harmless to the fullest extent permitted under the Company’s Articles of Incorporation, Bylaws, and applicabIe Iaw, including the 
U.S. Bankruptcy Code (11 U.S.C. 9 101 et seq.), from any and all claims, lawsuits, losses, damages, assessments, amounts paid in settlement, penalties, 
expenses, costs and liabilities of any kind or nature, including without limitation, court costs and reasonable attorneys’ fees, which the Executive may sustain 
directly as a result of, or in connection with, any act or omission by the Company or its employees or any claim, suit or other proceeding brought or threatened by 
a third party (including but not limited to governmental or regulatory agencies or bodies) in connection with the Executive’s employment with the Company or 
any subsidiary or affiliate thereof. 

8. Termination of Emolovment. 

(a) Death or Disability. The Period of Agreement shall terminate automatically upon the Executive’s death. If the Company determines in good faith that the 
Disability of the Executive has occurred (pursuant to the definition of “Disability” set forth below), it may give to the Executive written notice of its intention to 
terminate the Executive’s employment. In such event, the Period of Agreement and the Executive’s employment with the Company shall terminate effective on 
the thirtieth (30th) day after receipt by the Executive of such notice given at any time after the date of the Executive’s Disability, while such Disability is 
continuing (“Disability Effective Date”); provided that, within the thirty (30) days after such receipt, the Executive shall not have returned to full-time 
performance of the Executive’s duties. For purposes of this Agreement, “Disability” means the completion of a period of the Executive’s physical or mental 
incapacity which continues for not less than six (6) consecutive months or six (6) months in any twelve (12)-month period, as determined by a doctor mutually 
agreeable to the Executive and the Board. Until the Disability Effective Date, the Executive shall be entitled to all compensation provided for under this 
Agreement. It is understood that nothing in this Section 8(a) shall serve to limit the Company’s obligations under Section 9(c) hereof. 

(b) By the Companyfor Cause. The Company may terminate the Executive’s employment and the Period of Agreement immediately for “Cause.” For purposes 
of this Agreement, “Cause” means (i) the commission of (x) a felony or (y) a misdemeanor (excluding a petty misdemeanor) involving dishonesty, fraud, 
financial impropriety, or moral turpitude; (ii) any knowing or deliberate violation of a requirement of the Sarbanes-Oxiey Act of 2002 or other material provision 
of the federal securities laws; (iii) willful neglect or willful misconduct in the discharge of the Executive’s duties (after receiving written notice from the Board 
specifying the manner in which the Executive is alleged to have willfully failed properly to discharge the Executive’s duties and after having had the opportunity 
to cure such failure within thirty (30) days from receipt of such notice), (iv) any willful conduct that could reasonably be anticipated to result in or materially 
contribute to (whether by act or by omission to act) a violation by the Company of the Permanent Injunction dated November 26,2002 (the “Permanent 
Injunction”) or other orders binding on the Company issued by the Honorable Jed S. Rakoff of the U.S. District Court of the Southern District of New York (the 
“Court”), or (v) material breach by the Executive of this Agreement, including any of the covenants contained herein. In the event that the Company asserts that 
grounds exist for termination with Cause, prior to such termination, it shall so notify the Executive and within fifteen (15) days shall afford the Executive a 
hearing before the Board regarding any disputed facts. The Board shall make a final determination regarding the existence of “Cause” upon completion of any 
such hearing, provided, however, that 



any determination that “Cause” exists shall require an affirmative vote of two-thirds (U3) of the non-employee directors of the Company. If any such 
determination remains pending after such fifteen (15)-day period, the Company shall be entitled to suspend the Executive’s duties (with full pay) pending 
determination of the existence of “Cause”; provided that such period of suspension shall not exceed thirty (30) days. The Executive’s acts or omissions shall not 
be “willful” if conducted in good faith and with a reasonable belief that such conduct was in the best interests of the Company. 

(c) By Executivefor Good Reason. The Executive may terminate Executive’s employment and the Period of Agreement for Good Reason upon at least thirty (30) 
days’ prior written notice from the Executive to the President and Chief Executive Officer of the Company. For purposes of this Agreement, “Good Reason” 
means, without the Executive’s prior written consent, the occurrence of (i) a demotion or removal of the Executive from any of the Executive’s positions, (ii) a 
material adverse change by the Company in the Executive’s duties or responsib 
provide an opportunity to earn performance bonuses and other compensation as provided in Sections 4 and 5, above, and Section 10, below, or (iv) any other 
material breach of this Agreement by the Company which is not cured within thirty (30) days’ prior written notice by the Executive to the Company specifying 
such breach. “Good Reason” does not include (A) any failure to extend the term of this Agreement at the conclusion of the Period of Agreement, (B) the failure 
of the Company to grant any annual equity award if established performance standards are satisfied, provided equivalent compensation is provided, (C) 
implementation of any changes in corporate governance required as part of the SEC settlement or any other actions by the Company to comply with the 
Permanent Injunction or any other order binding on the Company issued by the Court or to comply with any provision of law, or (D) any adverse change in 
compensation or benefits applicable to all senior executives which is proportionate to each such executive’s compensation or benefits, as the case may be, 
immediately prior to such change. The Executive shall be required to make any assertion of “Good Reason” within 45 days of the events allegedly giving rise to 
“Good Reason”. 

(d) Other than for Cuuse or Good Reason. The Executive or the Company may terminate the Executive’s employment and the Period of Agreement for any 
reason other than for Good Reason or other than for Cause, respectively, upon fifteen (15) days’ prior written notice to the Company or Executive, as the case 
may be. 

(e) Notice of Termination. Any termination of employment by the Company or by the Executive shall be communicated by a notice of termination to the other 
party hereto given in accordance with Section 19 of this Agreement (the “Notice of Termination”). For purposes of this Agreement, a “Notice of Termination” 
means a written notice which (i) indicates the specific termination provision in this Agreement relied upon, (ii) sets forth in reasonable detail, if necessary, the 
facts and circumstances claimed to provide a basis for termination of the Executive’s employment under the provision so indicated, and (iii) if the Date of 
Termination (as defined below) is other than the date of receipt of such notice, specifies the termination date. The failure by the Executive or the Company to set 
forth in the Notice of Termination any fact or circumstance which contributes to a showing of the basis for termination shall not waive any right of such party 
hereunder or preclude such party from asserting such fact or circumstance in enforcing hidher or its rights hereunder. 

(f) Date of Termination. “Date of Termination” means the date specified in the Notice of Termination; provided, however, that if the Executive’s employment is 
terminated by reason of death or Disability, the Date of Termination shall be the date of death of the Executive or the Disability Effective Date, as the case may 
be. 

9. Obligations of the ComDanv UDOn Termination. The following provisions describe the obligations of the Company to the Executive upon termination of the 
Executive’s employment during the Period of Agreement. However, except as explicitly provided in this Agreement, nothing in this Agreement shall limit or 
otherwise adversely affect any rights which the Executive may have under applicable law, under any other written agreement with the Company, or under any 
compensation or benefit plan, program, policy or practice of the Company. 

es, (iii) a decrease in the Executive’s Base Salary or the Company’s failure to 
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(a) Termination notfor Cause or for Good Reason. If the Executive’s employment is terminated during the Period of Agreement by Company not for Cause (and 
other than due to death or Disability) or by the Executive for Good Reason, the Executive shall, in lieu of any other severance benefits under the Company’s 
severance plans, be entitled to the following: 

(i) continuation of the Executive’s then-current Base Salary and then -current target bonus for a period of two (2) years after the Date of Termination (the 
“Salary Continuation Period”), the Base Salary component to be payable as set forth in Section 3, above, and the target bonus component to be payable in 
monthly installments equal to one-twelfth (1112) of the Executive’s then-cment annual target bonus opportunity set forth in Section 4, above; provided 
that the sum of such payments shall not exceed the maximum amount permitted under the Company’s Articles of Incorporation; 

(ii) continued health coverage for the Executive and the Executive’s eligible dependents at active employee rates for the Salary Continuation Period, with 
COBRA continuation to begin at the end of such period; 

(iii) payment of all accrued but not yet paid Base Salary, accrued vacation, any earned and unpaid bonus for the previous year or other performance period, 
unreimbursed business expenses (in accordance with Company policy and procedures), and any accrued unpaid benefits under the Company’s group 
benefit plans, payable through the Date of Termination (collectively, “Accrued Obligations”); and 

(iv) a bonus (based upon actual performance) for the year (or other performance period) in which the Executive’s termination occurs, prorated based on the 
number of days elapsed during said year (or other performance period) through the Date of Termination, payable at the time bonuses are paid to senior 
executives generally. 

The Executive shall be entitled to the amounts and benefits under this Section 9(a) (other than Accrued Obligations) only upon the Executive’s execution 
(without revocation) of a general release of all claims of the Executive that may be brought against the Company occurring through and including the release date 
in the form of Appendix 2 hereto (with such changes therein as may be necessary to make it valid and encompassing under applicable law). 

(b) Termination for Cause. for other than Good Reason or at the Expiration of the Period of Agreement. If the Executive’s employment is terminated during the 
Period of Agreement by the Company for Cause or by the Executive not for Good Reason, or if the Executive’s employment is terminated by either party for any 
reason at the expiration of the Period of Agreement, the Executive will receive the Executive’s Accrued Obligations through the Date of Termination (except to 
the extent subject to disgorgement under any applicable legal requirement). The Company shall be entitled to offset the amount due from the Executive of any 
repayments of compensation awarded hereunder against any amounts due to the Executive, without waiving or limiting the Company’s rights to recover any 
excess amount due to it. 

(c) Termination Due to Death or Disability. In the event of the Executive’s death or termination of employment due to Disability during the Period of 
Agreement, the Executive’s estate or the Executive, as the case may be, shall be entitled to receive the following: 

(i) a bonus (based upon actual performance) for the year (or other performance period) in which the Executive’s termination occurs, prorated based on the 
number of days elapsed during said year (or other performance period) through the Date of Termination, payable at the time bonuses are paid to senior 
executives generally; 

(ii) payment of the Executive’s Accrued Obligations; and 

(iii) continued health coverage for the Executive andor the Executive’s eligible dependents, as applicable, at active employee rates for eighteen (18) 
months following the Date of Termination, which will run concurrently with COBRA. 
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10. Eauitv Awards. For each full calendar year during the Period of Agreement, the Executive shall be eligible at the targeted performance levels to receive an 
annual equity award commensurate with the Executive’s position as determined by the Board in its discretion. 

11. Treatment of Eeuitv Awards on T e r n  ‘nation. Upon the termination of Executive’s employment, either during, at the expiration of, or after the Period of 
Agreement, the vesting of any unvested equity awards granted during the Period of Agreement shall be determined as follows: 

(a) In the event of termination of the Executive’s employment (i) by the Company not for Cause (and other than due to the Executive’s death or Disability), or (ii) 
by the Executive for Good Reason, the Executive shall be deemed to be an active employee of the Company for two (2) years following the Date of Termination 
for purposes of determining the vesting of each such equity award. 

(b) In the event of termination of the Executive’s employment (i) by the Executive not for Good Reason or (ii) by the Company for Cause, any such equity 
awards that are unvested shall be forfeited. 

(c) In the event of the Executive’s death or termination due to Disability, any such equity awards that are unvested shall immediately fully vest. 

12. Non-Conwetition. 

(a) In the event that the Executive’s employment is terminated for any reason during the Period of Agreement, but not at or after the expiration of the Period of 
Agreement, for a period of one (1) year after the Date of Termination, the Executive shall not become an employee, consultant, advisor, director or assume any 
other position or relationship with the following companies or their subsidiaries and affiliates: AT&T Corporation, SBC Communications, Inc., Sprint 
Corporation, Qwest, or Verizon Communications. 

(b) The Executive agrees to, and shall, execute the Company’s Non-Disclosure, Intellectual Property Assignment and Non-Solicitation Agreement, attached 
hereto as -. The terms of the Non-Disclosure, Intellectual Property Assignment and Non-Solicitation Agreement are incorporated herein by this 
reference and shall survive any termination of the employment relationship created hereunder or the termination of the Period of Agreement. 

(c) The Executive acknowledges that the Company has no adequate remedy at law and will be irreparably harmed if the Executive breaches or threatens to breach 
the provisions of this Section 12, and, therefore, agrees that the Company shall be entitled to injunctive relief to prevent any breach or threatened breach of this 
Section and that the Company shall be entitled to specific performance of the terms of this Section in addition to any other legal or equitable remedy it may have. 
Nothing in this Agreement shall be construed as prohibiting the Company from pursuing any other remedies at law or in equity that it may have or any other 
rights that it may have under any other agreement. 

13. Chance in Control. 

(a) Definition of “Change in Control.” The definition of Change in Control shall occur upon the occurrence of any one of the following events during the Period 
of Agreement: 

(i) the sale, lease or transfer, in one or a series of related transactions, of all or substantially all of the assets of the Company and its Restricted Subsidiaries 
(as defined in the indentures pursuant to which senior notes of the Company are to be issued to certain of the Company’s creditors in accordance with the 
Company’s Modified Second Amended Joint Plan of Reorganization under chapter 11 of title 11 of the United States Code, as confirmed on October 31, 
2003 by the United States Bankruptcy Court for the Southern District of New York) taken as a whole to any other “person” or “group,” as that term is used 
in Section 13(d)(3) of the Securities Exchange Act of 1934, as amended (the “Exchange Act”), (other than the 
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Company or any of its Restricted Subsidiaries), other than a creation of a holding company that does not involve a change in the beneficial ownership of 
the Company as a result of the transaction and other than a creation of a holding company that does not involve a change in the beneficial ownership of the 
Company as a result of the transaction; 

(ii) the adoption of a plan relating to the liquidation or dissolution of the Company; 

(iii) any “person” or “group” (as such terms are used in Sections 13(d) and Iqd )  of the Exchange Act) is or becomes the “beneficial owner” (as defined in 
rules 13d-3 and 13d-5 under the Exchange Act (except that a person shall be deemed to have beneficial ownership of all shares that such Person has a 
right to acquire, whether such right is exercisable immediately or after 60 days), directly or indirectly of more than 50% of the voting power of the voting 
stock of the Company by way of purchase, merger or consolidation or otherwise; 

(iv) the merger or consolidation with or into another Person or merger of another Person into the Company with the effect that immediately after that 
transaction the existing stockholders of the Company immediately before the transaction hold, directly or indirectly, less than 50% of the total voting power 
of all securities generally entitled to vote in the election of directors, managers or trustees of the Person surviving the merger or consolidation; or 

(v) the first day on which a majority of the members of the Company’s Board of Directors are not Continuing Directors. For purposes of the preceding 
clause (e), “Continuing Directors” means, as of any date of determination, any member of the Company’s Board of Directors who: (i) was a member of 
the Company’s Board of Directors on the Effective Date; or (ii) was nominated for election or elected to the Company’s Board of Directors with the 
affirmative vote of, or whose election or appointment was otherwise approved or ratified (whether before or after nomination or election) by, at least a 
majority of the Continuing Directors who were members of the Company’s Board of Directors at the time of the nomination, election or approval, as 
applicable. 

(b) Upon a Change in Control described in Section 13(a)(i), above, all equity awards granted to the Executive shall immediately fully vest and any restrictions on 
disposition of vested stock or the payment of any deferred stock units shall lapse. 

(c) Impact of Termination by Company or the Executive During Protection Period. If the Executive’s employment is terminated by the Company not for Cause 
(and other than due to death or Disability) or by the Executive for Good Reason within the two (2)-year period immediately following a Change in Control of the 
Company (regardless of whether the Period of Agreement would have otherwise expired without the occurrence of a Change in Control) or in the event the 
Executive’s employment is terminated within six (6) months prior to and in anticipation of a Change in Control or is demonstrated to be at the request of a third 
party that had taken steps reasonably calculated to effect a Change in Control, the Executive shall, in lieu of any other severance benefits and in lieu of benefits 
provided under Section 9(a), be entitled to the following: 

(i) a lump sum payment, to be made within thirty (30) days of the Date of Termination, equal to two (2) times the sum of the Executive’s then-current Base 
Salary and then-current target bonus; 

(ii) continued health coverage for the Executive and the Executive’s eligible dependents at active employee rates for two (2) years, with COBRA 
continuation to begin at the end of such period; 

(iii) payment of all Accrued Obligations; 

(iv) a bonus (based upon actual performance) for the year (or other performance period) in which the Executive’s termination occurs, prorated based on the 
number of days elapsed during said year (or other performance period) through the Date of Termination, payable at the time bonuses are paid to senior 
executives generally; 

(v) all unvested equity awards shall immediately vest and any restrictions on disposition of vested stock or on the payment of any deferred stock units shall 
lapse; 
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(vi) any deferred compensation shall become payable; 

(vii) any amounts “earned” under other incentive plans that have not vested will vest and become payable as follows: (A) if based upon objective factors 
that can reasonably be determined, payment shall be based upon actual performance for such period or, if actual performance cannot be determined, 
pro-rated based on the relevant period of service, and (B) if any other factors or performance measures cannot reasonably be determined, payment shall be 
at target, pro-rated based on the relevant period of service; and 

(viii) the Executive shall receive two (2) years of service and age credit for vesting and eligibility (but not accrual) purposes under Company retirement or 
welfare programs and other benefit programs, payable outside plans to the extent that the Executive is not eligible for such payment under the terms of such 
plans, and two (2) years of welfare program coverage at active employee rates. 

The Executive shall be entitled to the amounts and benefits under this Section 13(c) (other than Accrued Obligations) only upon the Executive’s execution 
(without revocation) of a general release of all claims of the Executive that may be brought against the Company occurring through and including the release date 
in the form of Appendix 2 hereto (with such changes therein as may be necessary to make it valid and encompassing under applicable law). 

(d) Parachute Gross-Up. In the event that the aggregate of all payments or benefits made or provided to, or that may be made or provided to, the Executive 
under this Agreement and under all other plans, programs and arrangements of the Company (the “Aggregate Payment”) is determined to constitute an “excess 
parachute payment,” as such term is defined in Section 280G(b) of the Internal Revenue Code, the Company shall pay to the Executive prior to the time any 
excise tax imposed by Section 4999 of the Internal Revenue Code (“Excise Tax”) is payable with respect to such Aggregate Payment, an additional amount 
which, after the imposition of all income and excise taxes thereon, is equal to the Excise Tax on the Aggregate Payment. The determination of whether the 
Aggregate Payment constitutes an excess parachute payment and, if so, the amount to be provided to the Executive and the time of payment pursuant to this 
Section 13(d) shall be made by an independent auditor (the “Auditor”) selected jointly by the Company and the Executive and paid by the Company. The Auditor 
shall be a nationally recognized United States public accounting firm which has not, during the two (2) years preceding the date of its selection, acted in any way 
on behalf of the Company or any affiliate thereof. If the Executive and the Company cannot agree on the firm to serve as the Auditor, then the Executive and the 
Company shall each select one accounting firm and those two firms shall jointly select the accounting fm to serve as the Auditor. Notwithstanding the 
foregoing, in the event that the amount of the Executive’s Excise Tax liability is subsequently determined to be greater than the Excise Tax liability with respect 
to which any initial payment to the Executive under this Section 13(d) has been made, the Company shall pay to the Executive an additional amount (grossed up 
for all taxes) with respect to such additional Excise Tax (and any interest and penalties thereon) at the time and in the amount reasonably determined by the 
Auditor. Similarly, if the amount of the Executive’s Excise Tax liability is subsequently determined to be less than the Excise Tax liability with respect to which 
any prior payment to the Executive has been made under this Section 13(d), the Executive shall refund to the Company the excess amount received, after 
reduction for any nonrefundable tax, penalties and/or interest incurred by the Executive in connection with the receipt of such excess, and such refund shall be 
paid promptly after the Executive has received any corresponding refund of excess Excise Tax paid to the Internal Revenue Service. The Executive and the 
Company shall cooperate with each other in connection with any proceeding or claim relating to the existence or amount of liability for Excise Tax, and all 
expenses incurred by the Executive in connection therewith shall be paid by the Company promptly upon notice of demand from the Executive. 

14. Disuute Resolution. In the event of any dispute between the Company and the Executive, whether arising out of or relating to this Agreement, the breach of 
this Agreement, or otherwise, including without limitation if the Executive shall assert the existence of Good Reason or any other breach of this Agreement and 
the Company shall disagree as to the existence of Good Reason or any other asserted breach, the Executive and the Company hereby agree that such dispute shall 
be resolved by binding arbitration administered by the American Arbitration 
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Association (“AAA) in accordance with its Commercial Arbitration Rules then in effect, and judgment on the award rendered by the arbitrator may be entered 
in any court having jurisdiction thereof. Any arbitration shall be held before a single arbitrator who shall be selected by the mutual agreement of the Company 
and the Executive, unless the parties are unable to agree to an arbitrator, in which case, the arbitrator will be selected under the procedures of the AAA. The 
arbitrator shall have the authority to award any remedy or relief that a court of competent jurisdiction could order or grant, including, without limitation, the 
issuance of an injunction, and the parties hereby agree to the emergency procedures of the AAA. However, either party may, without inconsistency with this 
arbitration provision, apply to any court having jurisdiction over such dispute or controversy and seek interim provisional, injunctive or other equitable relief 
until the arbitration award is rendered or the controversy is otherwise resolved. Except as necessary in court proceedings to enforce this arbitration provision or 
an award rendered hereunder, or to obtain interim relief, neither a party nor an arbitrator may disclose the existence, content or results of any arbitration 
hereunder without the prior written consent of the Company and the Executive. The arbitration proceeding shall be conducted in the Washington, D.C. 
metropolitan area. In the event of any such proceeding, the losing party shall reimburse the prevailing party upon entry of a final award resolving the subject of 
the dispute for all reasonable legal expenses incurred, unless the arbitrator determines that to do so would be unjust. This Agreement shall be governed by the 
substantive provisions of the laws of the State of Delaware. 

15. Mutual Coooeration. The parties agree to take reasonable steps (without cost to the Executive) to minimize the Company’s tax obligations with respect to 
annual compensafion. 

16. yndertaking. Attached hereto as Aooendix 4 is a letter constituting an ethics pledge signed by the Executive, which shall be an integral part of this 
Agreement. 

17. CooDeration with Ongoine Investigations. The Executive agrees that the Executive will fully cooperate, and will cause and direct the persons under the 
Executive’s management direction employed by, or consultants or agents to, the Company to cooperate fully, with all governmental investigations of the 
Company and all orders entered by the Court. 

18. Withholding. Anything in this Agreement to the contrary notwithstanding, all payments required to be made by the Company hereunder to the Executive 
shall be subject to withholding, at the time payments are actually made to the Executive and received by the Executive, of such amounts relating to taxes as the 
Company may reasonably determine it should withhold pursuant to any applicable law or regulation. In lieu of withholding such amounts, in whole or in part, the 
Company may, in its sole discretion, accept other provision for payment of taxes as required by law, provided that it is satisfied that all requirements of law as to 
its responsibilities to withhold such taxes have been satisfied. 

19. Notices. Any and all notices required in connection with this Agreement shall be deemed adequately given only if in writing and (a) personally delivered, or 
sent by first class, registered or certified mail, postage prepaid, return receipt requested, or by recognized overnight courier, (b) sent by facsimile, provided a hard 
copy is mailed on that date to the party for whom such notices are intended, or (c) sent by other means at least as fast and reliable as first class mail. A written 
notice shall be deemed to have been given to the recipient party on the earlier of (a) the date it shall be delivered to the address required by this Agreement; @) 
the date delivexy shall have been refused at the address required by this Agreement; (c) with respect to notices sent by mail or overnight courier, the date as of 
which the Postal Service or overnight courier, as the case may be, shall have indicated such notice to be undeliverable at the address required by this Agreement; 
or (d) with respect to a facsimile, the date on which the facsimile is sent and receipt of which is confirmed. Any and all notices referred to in this Agreement, or 
which either party desires to give to the other, shall be addressed to the Executive’s residence in the case of the Executive, or to its principal office in the case of 
the Company. 

20. Waiver of Breach. A waiver by the Company of a breach of any provision of this Agreement by the Executive shall not operate or be construed as a waiver or 
estoppel of any subsequent breach by the Executive. No waiver shall be valid unless in writing and signed by an authorized officer of the Company. 
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21. Headines. The headings in this Agreement are inserted for convenience only and are not to be considered a construction of the provisions hereof. 

22. Severabilitv. If any provision of this Agreement shall be found invalid or unenforceable for any reason, in whole or in part, then such provision shall be 
deemed modified, restricted, or reformulated to the extent and in the manner necessary to render the same valid and enforceable, or shall be deemed excised from 
this Agreement, as the case may require, and this Agreement shall be construed and enforced to the maximum extent permitted by law, as if such provision had 
been originally incorporated herein as so modified, restricted, or reformulated or as if such provision had not been originally incorporated herein, as the case may 
be. The parties further agree to seek a lawful substitute for any provision found to be unlawful; provided, that, if the parties are unable to agree upon a lawful 
substitute, the parties desire and request that a court or other authority called upon to decide the enforceability of this Agreement modify those restrictions in this 
Agreement that, once modified, will result in an agreement that is enforceable to the maximum extent permitted by the law in existence at the time of the 
requested enforcement. 

23. Successors. 

(a) This Agreement is personal to the Executive and without the prior written consent of the Company shall not be assignable by the Executive otherwise than by 
will or the laws of descent and distribution. This Agreement shall inure to the benefit of and be enforceable by the Executive’s heirs and legal representatives. 

(b) This Agreement shall inure to the benefit of and be binding upon the Company and its successors and assigns. 

(c) The Company shall require any successor (whether direct or indirect, by purchase, merger, reorganization, consolidation, acquisition of property or stock, 
liquidation, or otherwise) to all or a substantial portion of its assets, by agreement in form and substance reasonably satisfactory to the Executive, expressly to 
assume and agree to perform this Agreement in the same manner and to the same extent that the Company would be required to perform this Agreement if no 
such succession had taken place. Regardless of whether such an agreement is executed, this Agreement shall be binding upon any successor of the Company in 
accordance with the operation of law, and such successor shall be deemed the “Company” for purposes of this Agreement. 

(d) As used in this Agreement, the term “Company” shall include any successor to the Company’s business and/or assets as aforesaid whch assumes and agrees 
to perform this Agreement by operation of law, or otherwise. 

24. Entire Ameement. This Agreement sets forth the entire and final agreement and understanding of the parties and contains all of the agreements made between 
the parties with respect to the subject matter hereof. This Agreement supersedes any and all other agreements, either oral or in writing, between the parties hereto, 
with respect to the subject matter hereof. No change or modification of this Agreement shall be valid unless in writing and signed by the Company and the 
Executive. 

25. Survival. The obligations of the parties under Sections 7,9, 11, 12,13, 14,16,17,22,25 and 27 of this Agreement shall survive the termination of the 
Executive’s employment with the Company during the Period of Agreement and the termination or expiration of the Period of Agreement. 

26. Countemarts. This Agreement may be executed in several counterparts, each of which shall be considered an original, but which when taken together, shall 
constitute one agreement. 

27. Conflict. In the case of conflict between the terms of this Agreement (the “Agreement Tern”)  and the provisions of any plan, policy, or practice of the 
Company as in effect from time to time (the “Standard Provisions”), the Executive’s rights or the Company’s obligations shall be established by whichever of the 
Agreement Terms or Standard Provisions would be more beneficial to the Executive. 

[Signature Page Follows] 
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IN WITNESS WHEREOF, the parties have set their signatures as of the date first written above. 

COMPANY: 

WorldCom, Inc., 
a Georgia corporation 

EXECUTIVE: 

By: 

Its: 
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ADDendix 1 

OTHER COMPENSATION 

I I .  m. A bonus equal to 75 percent of base salary will be guaranteed pro rata (taking the number of days worked out of a year of 365 days) for the period 
between April 14,2003 and December 31,2003, and such bonus shall be paid in the first quarter of 2004. 

2. Sieninz Bonus. The Executive received a signing bonus of $450,000, paid on June 13,2003. The signing bonus shall be subject to proportionate clawback 
(based on the number of full calendar months of elapsed service divided by 42 calendar months) in the event the Executive does not complete the initial 
term of employment for any reason other than termination of the Executive’s employment by the Company without Cause, by the Executive for Good 
Reason, or by death or disability; provided, however, that the full signing bonus shall be repaid within ten days in the event of the Executive’s termination 
by the Company for Cause. 

3. pestricted Stock. Upon the Company’s emergence from bankruptcy, the Executive will be entitled to receive an initial equity award of restricted stock 
valued at $3.4 million at the date of emergence. The value of the restricted stock will be determined by Lazard LLC, financial advisor to the company (or 
if Lazard LLC shall not at the time continue to be the Company’s financial advisor such other firm as shall be mutually acceptable to the Company and the 
Executive) (the “Financial Advisor”) and, absent manifest error, the Financial Advisor’s determination of the value of such securities shall be binding upon 
the Company and the Executive. All such restricted shares shall vest ratably over a period of three years from the date of issuance. After releasing such 
number of shares as shall be necessary to cover taxes due as a result of vesting, 75 percent of the remaining shares shall be resbicted as to resale until a 
date that shall be 6 months following the Executive’s termination of employment with the Company. With the prior consent of the Company and the 
Executive, awards may be made in the form of restricted deferred stock units rather than restricted stock. 

In the case of conflict between the terms of this Appendix 1 (the “Terms”) and the provisions of the Agreement to which this Appendix 1 is attached (the 
“Provisions”), the Executive’s rights or the Company’s obligations shall be established by whichever of the Terms or Provisions would be more beneficial to the 
Executive. 
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ADoendix 2 

GENERAL RELEASE 

WHEREAS, the employment of the undersigned (“Executive”) is being terminated under circumstances making Executive eligible for severance benefits under 
Section 19 or 131 of the Employment Agreement between Executive and WorldCorn, Inc., effective as of 
Executive wishes to receive the benefits described in Section [9 or 131 of the Employment Agreement, benefits to which Executive is not entitled unless 
Executive executes a generat release and waiver of claims. 

NOW, THEREFORE, in consideration for the benefits described in Section [9 or 131 of the Employment Agreement, Executive hereby releases and discharges 
WorldCom, Inc., and any subsidiaries or affiliates thereof (collectively the “Company”), and their respective directors, officers, employees, benefit plans and 
administrators, successors and assigns from any and all claims, obligations, and liabilities, whether known or unknown, at law or in equity, arising out of 
Executive’s employment with the Company and the termination thereof. This Release is to be broadly construed so as to resolve all pending or potential disputes 
including, but without limiting the generality of the foregoing, any and all claims under the Age Discrimination in Employment Act, as amended by the Older 
Workers Benefit Protection Act of 1990, Title VII of the Civil Rights Act of 1964, the Americans with Disabilities Act, the Employee Retirement Income 
Security Act of 1974, the Equal Pay Act, the Family and Medical Leave Act, the discrimination and wage payment laws of the state in which Executive rendered 
services to the Company, and any other statute, regulation, or ordinance, and any and all claims based upon alleged wrongful or retaliatory discharge, negligence, 
intentional infliction of emotional distress, defamation, invasion of privacy, other torts, harassment, employment discrimination or breach of contract (express or 
implied). Notwithstanding the foregoing, Executive does not waive any rights Executive may have to enforce the terms of Section [9 or 131 of the Employment 
Agreement, to benefits available after termination under any Company-sponsored employee benefit plan, to insurance protection and/or indemnification for 
actions taken by the Executive while an employee, officer andor director of the Company or to make any claims for workers’ compensation. 

[Executive hereby expressly waives the benefit of California Civil Code Section 1542, which is set forth below, as well as any other statutory or common laws of 
like nature concerning the waiver of unknown claims, and specifically agrees that this general release shall extend to claims arising out of transactions occurring 
prior to the date of its signing which the Executive does not know or expect to exist in the Executive’s favor at this time. California Civil Code Section 1542 
provides: 

A general release does not extend to claims which the creditor does not know or suspect to exist in his favor at the time of executing the release, 
which if known by him must have materially affected his settlement with the debtor.] 

,2004 (the “Employment Agreement”) and 

Executive acknowledges and agrees that: 

Executive has read and understands this Release in its entirety; 

Executive has been advised in writing to consult with an attorney concerning this Release before signing it. This subparagraph constitutes such 
written advice; 

- Executive has twenty-one (21) calendar days after receipt of this Release to consider its terms before signing it; 

Executive has the right to revoke this Release in full within seven (7) calendar days of executing it. Any revocation must be personally delivered to 
the Executive Vice President - Human Resources, or [hisher] designee, or mailed to WorldCom, Inc., [address], and postmarked within seven (7) 
calendar days 

Applicable to California residents. 
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of the date of execution of this Release. None of the terms and provisions of this Release shall become effective or be enforceable until such 
revocation period has expired; 

Nothing contained in this Release waives any claim that may arise after the date of its execution; and 

Executive executes this Release knowingly and voluntarily, without duress or reservation of any kind, and after having given the matter full and 
careful consideration. 

IN WITNESS WHEREOF, the Executive has executed this Release on the date indicated below and agrees to be bound hereby. 

(Signature) 

(Print full name) 

(Date) 
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ADaendix 3 

NON-DISCLOSURE, INTELLECTUAL PROPERTY ASSIGNMENT 
AND NON-SOLICITATION AGREEMENT 

In order for MCI and its operating affiliates and subsidiaries (hereinafter collectively referred to as the “Company”) to maintain a competitive edge, the Company 
must protect its confidential information and customer relationships. 

Therefore, as a condition of employment or continued employment with the Company, I agree as follows: 

DEFINITIONS 

1. “Confidential Information” means information (i) disclosed to or known by me as a consequence of my employment with the Company, (ii) not generally 
known to others outside the Company, and (iii) which relates to the Company’s business. Confidential Information includes but is not limited to the 
Company’s trade secrets, equipment, equipment configuration, research, development efforts, methodologies, testing, engineering, manufacturing, 
marketing, sales, finances, operations, processes, formulas, methods, techniques, devices, software programs, projections, strategies and plans, personnel 
information, industry contacts made during my employment, and customer information, including customer needs, contacts, particular projects, and 
pricing. 

2. “Inventions” means any new or useful art, discovery, new contribution, finding or improvement, whether or not patentable, and all know-how related 
thereto, made, developed or conceived by me (i) in the course of my employment, (ii) relating to the actual or anticipated business of the Company, or (iii) 
with the use of the Company’s time, material, information or facilities. 

3. “Works” means any materials for which copyright protection may be obtained, written, made, developed or conceived by me (i) in the course of my 
employment, (ii) relating to the actual or anticipated business of the Company, or (iii) with the use of the Company’s time, material, information or 
facilities.. 

NONDISCLOSURE OF CONFIDENTIAL INFORMATION 

4. I will not disclose or use any Confidential Information for the benefit of myself or another, unless directed or authorized in writing by the Company to do 
so, or until such time as the information becomes known to the public through no fault of mine. I will not disclose any Confidential Information to persons 
inside the Company who do not have a legitimate need to know the information. I will not make copies of Confidential Information except as reasonably 
necessary to the performance of my duties for the Company. 

5. I understand that if I possess any proprietary information of another person or company as a result of prior employment or otherwise, the Company expects 
and requires that I will honor any and all legal obligations that I have to that person or company with respect to proprietary information, and I will refrain 
from any unauthorized use or disclosure of such infomation. 

RETURN OF COMPANY PROPERTY 

6 .  All documents and other tangible property relating in any way to the business of the Company are the exclusive property of the Company (even if I 
authored or created them). I agree to return all such documents and tangible property to the Company upon termination of employment or at such earlier 
time as the Company may request. 

NON-SOLICITATION OF ACCOUNTS 

7. During my employment with the Company and for one (1) year after termination of employment with the Company for any reason, I shall not duectly or 
indirectly, provide products or services that are materially 
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similar to the products or services provided by the Company to any customer of the Company with whom I had direct contact in the course of my 
employment with the Company or about whom I learned Confidential Information as a result of my employment with the Company, nor will I solicit, 
induce, or attempt to induce such customers to: (a) stop doing business with or through the Company, or (b) do business with any other person, firm, 
partnership, corporation or other entity that provides products or services materially similar to those provided by the Company. 

NON-SOLlClTATtON OF EMPLOYEES 

8. During my employment and for one (1) year following termination of my employment with the Company for any reason, I shall not, directly or indirectly, 
assist in the hiring of, or induce or attempt to induce any person who is employed by the Company or was employed by the Company within the prior six 
months to terminate hislher relationship with the Company or to accept employment or affiliation with any firm or entity of which I am an employee, 
owner, partner or consultant. 

DISCLOSURE AND ASSIGNMENT OF INVENTIONS AND WORKS 

9. I will promptly disclose to the Company in writing, all Inventions and Works which are conceived, made, discovered, written or created by me alone or 
jointly with someone else on the Company's time or on my own time, while I am employed by the Company. 

10. All Works created by me, alone or with others, shall be deemed "works made for hire" under the copyright laws and shall be owned by the Company. 

11. I hereby assign to the Company all of my rights in all Inventions, and in all Works to the extent such Works may not, by operation of law, be works made 
for hire. 

12. I will, without further compensation, give the Company all assistance it reasonably requires (whether during my employment or after my employment) to 
perfect, protect, and use its rights to Inventions and Works. In particular, I will sign all documents, do all things, and supply all information that the 
Company considers necessary or desirable to transfer or record the transfer of my entire right, title and interest in Inventions and Works; and to enable the 
Company to obtain patent, copyright, or other legal protection for Inventions and Works. Any out-of-pocket expenses will be paid by the Company. 

13. An invention for which none of the Company's equipment, supplies, facilities, or Confidential Information was used and which was developed entirely on 
my own time is exempted from this Agreement so long as it: (1) does not relate in any way to the Company's business, or to the Company's actual or 
demonstrably anticipated research and development; and (b) does not result in any way from my work for the Company. 

14. Also excluded from this Agreement are the following Inventions and Works which I own or control and which were conceived, made, written, or created 
by me prior to my employment with the Company. 

(Attach additional sheets if necessary) 

Other than these, I do not claim to own or control rights in any inventions or works subject to copyright and will not assert any such rights against the 
Company. 
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IRREPARABLE H A R M  

15. Irreparable harm would result from any breach by me of the provisions of this Agreement, and monetary damages alone would not provide adequate relief 
for any such breach. Accordingly, if I breach or threaten to breach this Agreement, injunctive relief in favor of the Company is proper, without the 
necessity of the Company posting a bond. Moreover, any award of injunctive relief shall not preclude the Company from seeking or recovering any lawful 
compensatory damages which may have resulted from a breach of this Agreement, including a forfeiture of any payments not yet made to me and a return 
of any payments already received by me. 

16. If a provision of this Agreement is held invalid by a court of competent jurisdiction, the remaining provisions will nonetheless be enforceable according to 
their terms. Further, if any provision is held to be over broad as written, a court may modify that provision to the extent necessary to make the provision 
enforceable according to applicable law and enforce the provision as modified. 

GOVERNING L A W  

17. This Agreement shall be construed, interpreted and enforced in accordance with the internal laws of the State of Delaware. 

BURDEN AND BENEFM 

18. The Company may assign its rights under this Agreement to any successor in interest, whether by merger, consolidation, sale of assets, or otherwise. This 
Agreement shall be binding whether it is between me and the Company or between me and any successor or assign of the Company. 

NO EFFECT ON TERM OF EMPLOYMENT 

19. Nothing in this Agreement prevents or limits my right to terminate my employment at any time for any reason, and nothing in this Agreement prevents or 
limits the Company from terminating my employment at any time for any reason. I understand and agree that there exist no promises or guarantees of 
permanent employment or employment for any specified term by the Company. 

ENTIRE AGREEMENT 

20. I understand that this Agreement contains the entire agreement and understanding between the Company and me with respect to the provisions contained 
in this Agreement, and that no representations, promises, agreements, or understandings, written or oral, related thereto which are not contained in this 
Agreement will be given any force or effect. No change or modification of this Agreement will be valid or binding unless it is in writing and signed by the 
party against whom the change or modification is sought to be enforced. I further understand that even if the Company waives or fails to enforce any 
provision of this Agreement in one instance, that will not constitute a waiver of any other provisions of this Agreement at this time, or a waiver of that 
provision at any other time. 

16 



ACKNOWLEDGEMENT 

21. I hereby acknowledge and represent that I have fully read and understand this Agreement and that I consider all of the terms of my covenants and 
agreements set forth in this Agreement to be fair and reasonable and to be necessary to protect the Company’s ongoing interests. 

COMPANY EMPLOYEE 

BY Signature of Employee 

Title Date 

Date Address - Street 

Address - City, State, Zip Code 
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ADDendu 4 

ETHICS PLEDGE 

[Attached] 
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Exhibit 10.6 

EMPLOYMENT AGREEMENT 

THIS EMPLOYMENT AGREEMENT (the “Agreement”) is made and entered into effective as of April 2,2004 (the “Effective Date”), by and between 
WorldCom, Inc., a Georgia corporation (the “Company”), and Jonathan Crane (the “Executive”). In consideration of the mutual covenants set forth herein, the 
Company and the Executive hereby agree as follows: 

1. Position: Duties. 

(a) During the Period of Agreement (as defined in Section 2), the Executive shall be employed as the President - International and Wholesale Markets of the 
Company. The Executive shall report directly to President and Chief Executive Officer The Executive shall have the duties, responsib 
authority customarily associated with the position of President - International and Wholesale Markets and shall perform such other and unrelated services and 
duties as may be assigned to the Executive from time to time by the President and Chief Executive Officer consistent with the Executive’s position as President - 
International and Wholesale Markets. 

(b) The Executive shall diligently, competently, and faithfully perform all duties, and shall devote the Executive’s entire business time, energy, attention, and 
skill to the performance of duties for the Company and its subsidiaries and affiliates and will use the Executive’s best efforts to promote the interests of the 
Company. It shall not be considered a violation of the foregoing for the Executive to serve on industry, civic, religious or charitable boards or committees, so 
long as such activities do not individually or in the aggregate significantly interfere with the performance of the Executive’s responsibilities as an employee of 
the Company in accordance with this Agreement. 

2. The initial term of this Agreement shall commence on the Effective Date and continue through December 31,2006, unless terminated prior to such date 
as provided at Section 8 hereof (the “Period of Agreement”). The Period of Agreement may be extended upon the written agreement of the parties as approved by 
the Board of Directors of the Company (the “Board”). Upon the expiration of the Period of Agreement, except as provided herein, this Agreement shall 
terminate, and any continuation of the Executive’s employment with the Company thereafter shall be “at-will.’’ 

3. Base Salary . The Executive’s annual base salary (the “Base Salary”) shall be $575,000, which amount shall not be decreased except upon mutual consent or 
due to a decrease generally applicable to all senior executives of the Company. The Board or, if so delegated by the Board, the Compensation Committee shall 
review the Base Salary annually, but shall not have any obligation to increase such amount. No increase in the Executive’s Base Salary may be implemented 
prior to review and approval by the Board or, if so delegated by the Board, the Compensation Committee. Any increase in Base Salary shall constitute the 
Executive’s “Base Salary” thereafter under this Agreement. The Base Salary shall be payable in substantially equal installments in accordance with the 
Company’s payroll policy in effect from time to time and shall be subject to any payroll or other deductions as may be required to be made pursuant to law, 
government or court order or by agreement with, or consent of, the Executive. 

4. m. The Executive shall be eligible to receive a bonus equal to 100% of the Executive’s Base Salary for performance at target levels based upon 
performance standards, with smaller or greater bonus opportunities for performance below or above target levels, all as determined by the Board. 

5. B e n e f i t s a n d .  The Executive shall be entitled to participate in such life insurance, disability, medical, dental, pension, profit sharing and retirement 
plans and other programs as may be made generally available from time to time by the Company for the benefit of executives at the Executive’s level and its 
employees generally. The Company shall provide the Executive with such perquisites as are provided from time 
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to time by the Company to its executives generally. The Executive shall be entitled to receive such other compensation, benefits and perquisites as set forth on 
ADoendix 1 to this Agreement. 

6 .  Exoenses. The Company shall reimburse the Executive for all reasonable expenses reasonably incurred by the Executive in performing services hereunder, 
which are incurred and accounted for in accordance with the Company’s policies and procedures applicable thereto. 

7. Liabilitv Insurance: Indemnificat’ IN, The Company shall maintain officers’ liability insurance coverage for Executive in reasonable amounts during the Period 
of Agreement and, for any act or omission occurring during the Period of Agreement, at all times thereafter for the duration of any period of limitations during 
which any action may be brought against the Executive, in the same amount and to the same extent as the Company covers members of the Board. The Executive 
shall be indemnified and held harmless to the fullest extent permitted under the Company’s Articles of Incorporation, Bylaws, and applicable law, including the 
U.S. Bankruptcy Code (1 1 U.S.C. 8 101 er seq.), from any and all claims, lawsuits, losses, damages, assessments, amounts paid in settlement, penalties, 
expenses, costs and liabilities of any kind or nature, including without limitation, court costs and reasonable attorneys’ fees, which the Executive may sustain 
directly as a result of, or in connection with, any act or omission by the Company or its employees or any claim, suit or other proceeding brought or threatened by 
a third party (including but not limited to governmental or regulatory agencies or bodies) in connection with the Executive’s employment with the Company or 
any subsidiary or affiliate thereof. 

8. Termination of Emlovment. 

(a) Death or Disability. The Period of Agreement shall terminate automatically upon the Executive’s death. If the Company determines in good faith that the 
Disability of the Executive has occurred (pursuant to the definition of “Disability” set forth below), it may give to the Executive written notice of its intention to 
terminate the Executive’s employment. In such event, the Period of Agreement and the Executive’s employment with the Company shall terminate effective on 
the thirtieth (30th) day after receipt by the Executive of such notice given at any time after the date of the Executive’s Disability, while such Disability is 
continuing (“Disability Effective Date”); provided that, within the thirty (30) days after such receipt, the Executive shall not have retumed to full-time 
performance of the Executive’s duties. For purposes of this Agreement, “Disability” means the completion of a period of the Executive’s physical or mental 
incapacity which continues for not less than six (6) consecutive months or six (6) months in any twelve (12)-month period, as determined by a doctor mutually 
agreeable to the Executive and the Board. Until the Disability Effective Date, the Executive shall be entitled to all compensation provided for under this 
Agreement. It is understood that nothing in this Section 8(a) shall serve to limit the Company’s obligations under Section 9(c) hereof. 

(b) By the Company for Cause. The Company may terminate the Executive’s employment and the Period of Agreement immediately for “Cause.” For purposes 
of this Agreement, “Cause” means (i) the commission of (x) a felony or (y) a misdemeanor (excluding a petty misdemeanor) involving dishonesty, fraud, 
financial impropriety, or moral turpitude; (ii) any knowing or deliberate violation of a requirement of the Sarbanes-Oxley Act of 2002 or other material provision 
of the federal securities laws: (iii) willful neglect or willful misconduct in the discharge of the Executive’s duties (after receiving written notice from the Board 
specifying the manner in which the Executive is alleged to have willfully failed properly to discharge the Executive’s duties and after having had the opportunity 
to cure such failure within thirty (30) days from receipt of such notice), (iv) any willful conduct that could reasonably be anticipated to result in or materially 
contribute to (whether by act or by omission to act) a violation by the Company of the Permanent Injunction dated November 26,2002 (the “Permanent 
Injunction”) or other orders binding on the Company issued by the Honorable Jed S. Rakoff of the U.S. District Court of the Southern District of New York (the 
“Court”), or (v) material breach by the Executive of this Agreement, including any of the covenants contained herein. In the event that the Company asserts that 
grounds exist for termination with Cause, prior to such termination, it shall so notify the Executive and within fifteen (15) days shall afford the Executive a 
hearing before the Board regarding any disputed facts. The Board shall make a final determination regarding the existence of “Cause” upon completion of any 
such hearing, provided, however, that any determination that “Cause” exists shall require an affirmative vote of two-thirds (2/3) of the non-employee 
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directors of the Company. If any such determination remains pending after such fifteen (15)-day period, the Company shall be entitled to suspend the 
Executive’s duties (with full pay) pending determination of the existence of “Cause”; provided that such period of suspension shall not exceed thirty (30) days. 
The Executive’s acts or omissions shall not be “willful” if conducted in good faith and with a reasonable belief that such conduct was in the best interests of the 
Company. 

(c) By Executive for Good Reason. The Executive may terminate Executive’s employment and the Period of Agreement for Good Reason upon at least thirty (30) 
days’ prior written notice from the Executive to the President and Chief Executive Officer of the Company. For purposes of this Agreement, “Good Reason” 
means, without the Executive’s prior written consent, the Occurrence of (i) a demotion or removal of the Executive from any of the Executive’s positions, (ii) a 
material adverse change by the Company in the Executive’s duties or responsibilities, (iii) a decrease in the Executive’s Base Salary or the Company’s failure to 
provide an opportunity to earn performance bonuses and other compensation as provided in Sections 4 and 5,  above, and Section 10, below, or (iv) any other 
material breach of this Agreement by the Company which is not cured within h t y  (30) days’ prior written notice by the Executive to the Company specifying 
such breach. “Good Reason” does not include (A) any failure to extend the term of this Agreement at the conclusion of the Period of Agreement, (B) the failure 
of the Company to grant any annual equity award if established performance standards are satisfied, provided equivalent compensation is provided, (C) 
implementation of any changes in corporate governance required as part of the SEC settlement or any other actions by the Company to comply with the 
Permanent Injunction or any other order binding on the Company issued by the Court or to comply with any provision of law, or (D) any adverse change in 
compensation or benefits applicable to all senior executives which is proportionate to each such executive’s compensation or benefits, as the case may be, 
immediately prior to such change. The Executive shall be required to make any assertion of “Good Reason” within 45 days of the events allegedly giving rise to 
“Good Reason”. 

(d) Other thanfor Cause or Good Reason. The Executive or the Company may terminate the Executive’s employment and the Period of Agreement for any 
reason other than for Good Reason or other than for Cause, respectively, upon fifteen (15) days’ prior written notice to the Company or Executive, as the case 
may be. 

(e) Notice ofTerminntion. Any termination of employment by the Company or by the Executive shall be communicated by a notice of termination to the other 
party hereto given in accordance with Section 19 of this Agreement (the “Notice of Termination”). For purposes of this Agreement, a “Notice of Termination” 
means a written notice which (i) indicates the specific termination provision in this Agreement relied upon, (ii) sets forth in reasonable detail, if necessary, the 
facts and circumstances claimed to provide a basis for termination of the Executive’s employment under the provision so indicated, and (iii) if the Date of 
Termination (as defined below) is other than the date of receipt of such notice, specifies the termination date. The failure by the Executive or the Company to set 
forth in the Notice of Termination any fact or circumstance which contributes to a showing of the basis for termination shall not waive any right of such party 
hereunder or preclude such party from asserting such fact or circumstance in enforcing hidher or its rights hereunder. 

( f )  Date ofTenninarion. “Date of Termination” means the date specified in the Notice of Termination; provided, however, that if the Executive’s employment is 
terminated by reason of death or Disability, the Date of Termination shall be the date of death of the Executive or the Disability Effective Date, as the case may 
be. 

9. Oblieations of the Comanv UDon Termination. The following provisions describe the obligations of the Company to the Executive upon termination of the 
Executive’s employment during the Period of Agreement. However, except as explicitly provided in this Agreement, nothing in this Agreement shall limit or 
otherwise adversely affect any rights which the Executive may have under applicable law, under any other written agreement with the Company, or under any 
compensation or benefit plan, program, policy or practice of the Company. 

(a) Termination notfor Cause orfor Good Reason. If the Executive’s employment is temnated during the Period of Agreement by Company not for Cause (and 
other than due to death or Disability) or by the Executive 
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for Good Reason, the Executive shall, in lieu of any other severance benefits under the Company’s severance plans, be entitled to the following: 

(i) continuation of the Executive’s then-current Base Salary and then -current target bonus for a period of two (2) years after the Date of Termination (the 
“Salary Continuation Period”), the Base Salary component to he payable as set forth in Section 3, above, and the target bonus component to he payable in 
monthly installments equal to one-twelfth (1112) of the Executive’s then-current annual target bonus opportunity set forth in Section 4, above; provided 
that the sum of such payments shall not exceed the maximum amount permitted under the Company’s Articles of Incorporation; 

(ii) continued health coverage for the Executive and the Executive’s eligible dependents at active employee rates for the Salary Continuation Period, with 
COBRA continuation to begin at the end of such period; 

(iii) payment of all accrued but not yet paid Base Salary, accrued vacation, any earned and unpaid bonus for the previous year or other performance period, 
unreirnbursed business expenses (in accordance with Company policy and procedures), and any accrued unpaid benefits under the Company’s group 
benefit plans, payable through the Date of Termination (collectively, “Accrued Obligations”); and 

(iv) a bonus (based upon actual performance) for the year (or other performance period) in which the Executive’s termination occurs, prorated based on the 
number of days elapsed during said year (or other performance period) through the Date of Termination, payable at the time bonuses are paid to senior 
executives generally. 

The Executive shall be entitled to the amounts and benefits under this Section 9(a) (other than Accrued Obligations) only upon the Executive’s execution 
(without revocation) of a general release of all claims of the Executive that may be brought against the Company occurring through and including the release date 
in the form of Appendix 2 hereto (with such changes therein as may be necessary to make it valid and encompassing under applicable law). 

(b) Termination for Cause, for other than Good Reason or at the Expiration of the Period of Agreement. If the Executive’s employment is terminated during the 
Period of Agreement by the Company for Cause or by the Executive not for Good Reason, or if the Executive’s employment is terminated by either party for any 
reason at the expiration of the Period of Agreement, the Executive will receive the Executive’s Accrued Obligations through the Date of Termination (except to 
the extent subject to disgorgement under any applicable legal requirement). The Company shall be entitled to offset the amount due from the Executive of any 
repayments of compensation awarded hereunder against any amounts due to the Executive, without waiving or limiting the Company’s rights to recover any 
excess amount due to it. 

(c) Termination Due to Death or Disability. In the event of the Executive’s death or termination of employment due to Disability during the Period of 
Agreement, the Executive’s estate or the Executive, as the case may be, shall be entitled to receive the following: 

(i) a bonus (based upon actual performance) for the year (or other performance period) in which the Executive’s termination occurs, prorated based on the 
number of days elapsed during said year (or other performance period) through the Date of Termination, payable at the time bonuses are paid to senior 
executives generally; 

(ii) payment of the Executive’s Accrued Obligations; and 

(iii) continued health coverage for the Executive and/or the Executive’s eligible dependents, as applicable, at active employee rates for eighteen (18) 
months following the Date of Termination, which will run concurrently with COBRA. 

10. Eouitv Awards. For each full calendar year during the Period of Agreement, the Executive shall be eligible at the targeted performance levels to receive an 
annual equity award commensurate with the Executive’s position as determined by the Board in its discretion. 
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1 1 . 5 .  Upon the termination of Executive’s employment, either during, at the expiration of, or after the Period of 
Agreement, the vesting of any unvested equity awards granted during the Period of Agreement shall be determined as follows: 

(a) In the event of termination of the Executive’s employment (i) by the Company not for Cause (and other than due to the Executive’s death or Disability), or (ii) 
by the Executive for Good Reason, the Executive shall be deemed to be an active employee of the Company for two (2) years following the Date of Termination 
for purposes of determining the vesting of each such equity award. 

(b) In the event of termination of the Executive’s employment (i) by the Executive not for Good Reason or (ii) by the Company for Cause, any such equity 
awards that are unvested shall be forfeited. 

(c) In the event of the Executive’s death or termination due to Disability, any such equity awards that are unvested shall immediately fully vest. 

12. Non-ComDetition. 

(a) In the event that the Executive’s employment is terminated for any reason during the Period of Agreement, but not at or after the expiration of the Period of 
Agreement, for a period of one (1) year after the Date of Termination, the Executive shall not become an employee, consultant, advisor, director or assume any 
other position or relationship with the following companies or their subsidiaries and affiliates: AT&T Corporation, SBC Communications, Inc., Sprint 
Corporation, Qwest, or Verizon Communication. 

(b) The Executive agrees to, and shall, execute the Company’s Non-Disclosure, Intellectual Property Assignment and Non-Solicitation Agreement, attached 
hereto as &)DendiX 3. The terms of the Non-Disclosure, Intellectual Property Assignment and Non-Solicitation Agreement are incorporated herein by this 
reference and shall survive any termination of the employment relationship created hereunder or the termination of the Period of Agreement. 

(c) The Executive acknowledges that the Company has no adequate remedy at law and will be irreparably harmed if the Executive breaches or threatens to breach 
the provisions of this Section 12, and, therefore, agrees that the Company shall be entitled to injunctive relief to prevent any breach or threatened breach of this 
Section and that the Company shall be entitled to specific performance of the terms of this Section in addition to any other legal or equitable remedy it may have. 
Nothing in this Agreement shall be construed as prohibiting the Company from pursuing any other remedies at law or in equity that it may have or any other 
rights that it may have under any other agreement. 

13. Chance in Control. 

(a) Dejinition of “Change in Conrrol.” The definition of Change in Control shall occur upon the occurrence of any one of the following events during the Period 
of Agreement: 

(i) the sale, lease or transfer, in one or a series of related transactions, of all or substantially all of the assets of the Company and its Restricted Subsidiaries 
(as defined in the indentures pursuant to which senior notes of the Company are to be issued to certain of the Company’s creditors in accordance with the 
Company’s Modified Second Amended Joint Plan of Reorganization under chapter 11 of title 11 of the United States Code, as confirmed on October 31, 
2003 by the United States Bankruptcy Court for the Southern District of New York) taken as a whole to any other “person” or “group,” as that term is used 
in Section 13(d)(3) of the Securities Exchange Act of 1934, as amended (the “Exchange Act”), (other than the Company or any of its Restricted 
Subsidiaries), other than a creation of a holding company that does not involve a change in the beneficial ownership of the Company as a result of the 
transaction and other than a creation of a holding company that does not involve a change in the beneficial ownership of the Company as a result of the 
transaction; 
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(ii) the adoption of a plan relating to the liquidation or dissolution of the Company; 

(iii) any “person” or “group” (as such terms are used in Sections 13(d) and 14(d) of the Exchange Act) is or becomes the “beneficial owner” (as defined in 
rules 13d-3 and 13d-5 under the Exchange Act (except that a person shall be deemed to have beneficial ownership of all shares that such Person has a 
right to acquire, whether such right is exercisable immediately or after 60 days), directly or indirectly of more than 50% of the voting power of the voting 
stock of the Company by way of purchase, merger or consolidation or otherwise; 

(iv) the merger or consolidation with or into another Person or merger of another Person into the Company with the effect that immediately after that 
transaction the existing stockholders of the Company immediately before the transaction hold, directly or indirectly, less than 50% of the total voting power 
of all securities generally entitled to vote in the election of directors, managers or trustees of the Person surviving the merger or consolidation; or 

(v) the first day on which a majority of the members of the Company’s Board of Directors are not Continuing Directors. For purposes of the preceding 
clause (e), “Continuing Directors” means, as of any date of determination, any member of the Company’s Board of Directors who: (i) was a member of the 
Company’s Board of Directors on the Effective Date; or (ii) was nominated for election or elected to the Company’s Board of Directors with the 
affirmative vote of, or whose election or appointment was otherwise approved or ratified (whether before or after nomination or election) by, at least a 
majority of the Continuing Directors who were members of the Company’s Board of Directors at the time of the nomination, election or approval, as 
applicable. 

(b) Upon a Change in Control described in Section 13(a)(i), above, all equity awards granted to the Executive shall immediately fully vest and any restrictions on 
disposition of vested stock or the payment of any deferred stock units shall lapse. 

(c) Zmpuct of Termination by Company or the Executive During Protection Period. If the Executive’s employment is terminated by the Company not for Cause 
(and other than due to death or Disability) or by the Executive for Good Reason within the two (2)-year period immediately following a Change in Control of the 
Company (regardless of whether the Period of Agreement would have otherwise expired without the occurrence of a Change in Control) or in the event the 
Executive’s employment is terminated within six (6) months prior to and in anticipation of a Change in Control or is demonstrated to be at the request of a third 
party that had taken steps reasonably calculated to effect a Change in Control, the Executive shall, in lieu of any other severance benefits and in lieu of benefits 
provided under Section 9(a), be entitled to the following: 

(i) a lump sum payment, to be made within thirty (30) days of the Date of Termination, equal to two (2) times the sum of the Executive’s then-current Base 
Salary and then-current target bonus; 

(ii) continued health coverage for the Executive and the Executive’s eligible dependents at active employee rates for two (2) years, with COBRA 
continuation to begin at the end of such period; 

(iii) payment of all Accrued Obligations; 

(iv) a bonus (based upon actual performance) for the year (or other performance period) in which the Executive’s termination occurs, prorated based on the 
number of days elapsed during said year (or other performance period) through the Date of Termination, payable at the time bonuses are paid to senior 
executives generally; 

(v) all unvested equity awards shall immediately vest and any restrictions on disposition of vested stock or on the payment of any deferred stock units shall 
lapse; 

(vi) any deferred compensation shall become payable; 

(vii) any amounts “earned” under other incentive plans that have not vested will vest and become payable as follows: (A) if based upon objective factors 
that can reasonably be determined, payment shall be 
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based upon actual performance for such period or, if actual performance cannot be determined, pro-rated based on the relevant period of service, and (B) if 
any other factors or performance measures cannot reasonably be determined, payment shall be at target, pro-rated based on the relevant period of service; 
and 

(viii) the Executive shall receive two (2) years of service and age credit for vesting and eligibility (but not accrual) purposes under Company retirement or 
welfare programs and other benefit programs, payable outside plans to the extent that the Executive is not eligible for such payment under the terms of such 
plans, and two (2) years of welfare program coverage at active employee rates. 

The Executive shall be entitled to the amounts and benefits under this Section 13(c) (other than Accrued Obligations) only upon the Executive’s execution 
(without revocation) of a general release of all claims of the Executive that may be brought against the Company occurring through and including the release date 
in the form of Appendix 2 hereto (with such changes therein as may be necessary to make it valid and encompassing under applicable law). 

(d) Parachute Gross-Up. In the event that the aggregate of all payments or benefits made or provided to, or that may be made or provided to, the Executive 
under this Agreement and under all other plans, programs and arrangements of the Company (the “Aggregate Payment”) is determined to constitute an “excess 
parachute payment,” as such term is defined in Section 2806(b) of the Internal Revenue Code, the Company shall pay to the Executive prior to the time any 
excise tax imposed by Section 4999 of the Internal Revenue Code (“Excise Tax”) is payable with respect to such Aggregate Payment, an additional amount 
which, after the imposition of all income and excise taxes thereon, is equal to the Excise Tax on the Aggregate Payment. The determination of whether the 
Aggregate Payment constitutes an excess parachute payment and, if so, the amount to be provided to the Executive and the time of payment pursuant to this 
Section 13(d) shall be made by an independent auditor (the “Auditor”) selected jointly by the Company and the Executive and paid by the Company. The Auditor 
shall be a nationally recognized United States public accounting fum which has not, during the two (2) years preceding the date of its selection, acted in any way 
on behalf of the Company or any affiliate thereof. If the Executive and the Company cannot agree on the fm to serve as the Auditor, then the Executive and the 
Company shall each select one accounting fm and those two firms shall jointly select the accounting firm to serve as the Auditor. Notwithstanding the 
foregoing, in the event that the amount of the Executive’s Excise Tax liability is subsequently determined to be greater than the Excise Tax liability with respect 
to which any initial payment to the Executive under this Section 13(d) has been made, the Company shall pay to the Executive an additional amount (grossed up 
for all taxes) with respect to such additional Excise Tax (and any interest and penalties thereon) at the time and in the amount reasonably determined by the 
Auditor. Similarly, if the amount of the Executive’s Excise Tax liability is subsequently determined to be less than the Excise Tax liability with respect to which 
any prior payment to the Executive has been made under this Section 13(d), the Executive shall refund to the Company the excess amount received, after 
reduction for any nonrefundable tax, penalties and/or interest incurred by the Executive in connection with the receipt of such excess, and such refund shall be 
paid promptly after the Executive has received any corresponding refund of excess Excise Tax paid to the Internal Revenue Service. The Executive and the 
Company shall cooperate with each other in connection with any proceeding or claim relating to the existence or amount of liability for Excise Tax, and all 
expenses incurred by the Executive in connection therewith shall be paid by the Company promptly upon notice of demand from the Executive. 

14. Distmte Resolution. In the event of any dispute between the Company and the Executive, whether arising out of or relating to this Agreement, the breach of 
this Agreement, or otherwise, including without limitation if the Executive shall assert the existence of Good Reason or any other breach of this Agreement and 
the Company shall disagree as to the existence of Good Reason or any other asserted breach, the Executive and the Company hereby agree that such dispute shall 
be resolved by binding arbitration administered by the American Arbitration Association (“AAA”) in accordance with its Commercial Arbitration Rules then in 
effect, and judgment on the award rendered by the arbitrator may be entered in any court having jurisdiction thereof. Any arbitration shall be held before a single 
arbitrator who shall be selected by the mutual agreement of the Company and the Executive, unless the parties are unable to agree to an arbitrator, in which case, 
the arbitrator will be selected under the 
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procedures of the AAA. The arbitrator shall have the authority to award any remedy or relief that a court of competent jurisdiction could order or grant, 
including, without limitation, the issuance of an injunction, and the parties hereby agree to the emergency procedures of the AAA. However, either party may, 
without inconsistency with this arbitration provision, apply to any court having jurisdiction over such dispute or controversy and seek interim provisional, 
injunctive or other equitable relief until the arbitration award is rendered or the controversy is otherwise resolved. Except as necessary in court proceedings to 
enforce this arbitration provision or an award rendered hereunder, or to obtain interim relief, neither a party nor an arbitrator may disclose the existence, content 
or results of any arbitration hereunder without the prior written consent of the Company and the Executive. The arbitration proceeding shall be conducted in the 
Washington, D.C. metropolitan area. In the event of any such proceeding, the losing party shall reimburse the prevailing party upon entry of a final award 
resolving the subject of the dispute for all reasonable legal expenses incurred, unless the arbitrator determines that to do so would be unjust. This Agreement shall 
be governed by the substantive provisions of the laws of the State of Delaware. 

15. jttutual Coooeration. The parties agree to take reasonable steps (without cost to the Executive) to minimize the Company’s tax obligations with respect to 
annual compensation. 

16. yndertaking. Attached hereto as Amendix 4 is a letter constituting an ethics pledge signed by the Executive, which shall be an integral part of this 
Agreement. 

17. Cooueratl .on with Ongoine Investigation&. The Executive agrees that the Executive will fully cooperate, and will cause and direct the persons under the 
Executive’s management direction employed by, or consultants or agents to, the Company to cooperate fully, with all governmental investigations of the 
Company and all orders entered by the Court. 

18. Withholdinp. Anything in this Agreement to the contrary notwithstanding, all payments required to be made by the Company hereunder to the Executive 
shall be subject to withholding, at the time payments are actually made to the Executive and received by the Executive, of such amounts relating to taxes as the 
Company may reasonably determine it should withhold pursuant to any applicable law or regulation. In lieu of withholding such amounts, in whole or in part, the 
Company may, in its sole discretion, accept other provision for payment of taxes as required by law, provided that it is satisfied that all requirements of law as to 
its responsibilities to withhold such taxes have been satisfied. 

19. Notices. Any and all notices required in connection with this Agreement shall be deemed adequately given only if in writing and (a) personally delivered, or 
sent by fust class, registered or certified mail, postage prepaid, return receipt requested, or by recognized overnight courier, (b) sent by facsimile, provided a hard 
copy is mailed on that date to the party for whom such notices are intended, or (c) sent by other means at least as fast and reliable as first class mail. A written 
notice shall be deemed to have been given to the recipient party on the earlier of (a) the date it shall be delivered to the address required by this Agreement; (b) 
the date delivery shall have been refused at the address required by this Agreement; (c) with respect to notices sent by mail or overnight courier, the date as of 
which the Postal Service or overnight courier, as the case may be, shall have indicated such notice to be undeliverable at the address required by this Agreement; 
or (d) with respect to a facsimile, the date on which the facsimile is sent and receipt of which is confirmed. Any and all notices referred to in this Agreement, or 
which either party desires to give to the other, shall be addressed to the Executive’s residence in the case of the Executive, or to its principal office in the case of 
the Company. 

20. Waiver of Breach. A waiver by the Company of a breach of any provision of this Agreement by the Executive shall not operate or be construed as a waiver or 
estoppel of any subsequent breach by the Executive. No waiver shall be valid unless in writing and signed by an authorized officer of the Company. 

21. Headings. The headings in this Agreement are inserted for convenience only and are not to be considered a construction of the provisions hereof. 
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22. Severabilitv. If any provision of this Agreement shall be found invalid or unenforceable for any reason, in whole or in part, then such provision shall be 
deemed modified, restricted, or reformulated to the extent and in the manner necessary to render the same valid and enforceable, or shall be deemed excised from 
this Agreement, as the case may require, and this Agreement shall be construed and enforced to the maximum extent permitted by law, as if such provision had 
been originally incorporated herein as so modified, restricted, or reformulated or as if such provision had not been originally incorporated herein, as the case may 
be. The parties further agree to seek a lawful substitute for any provision found to be unlawful; provided, that, if the parties are unable to agree upon a lawful 
substitute, the parties desire and request that a court or other authority called upon to decide the enforceability of this Agreement modify those restrictions in this 
Agreement that, once modified, will result in an agreement that is enforceable to the maximum extent permitted by the law in existence at the time of the 
requested enforcement. 

23. Successors. 

(a) This Agreement is personal to the Executive and without the prior written consent of the Company shall not be assignable by the Executive otherwise than by 
will or the laws of descent and distribution. This Agreement shall inure to the benefit of and be enforceable by the Executive’s heirs and legal representatives. 

(b) This Agreement shall inure to the benefit of and be binding upon the Company and its successors and assigns. 

(c) The Company shall require any successor (whether direct or indirect, by purchase, merger, reorganization, consolidation, acquisition of property or stock, 
liquidation, or otherwise) to all or a substantial portion of its assets, by agreement in form and substance reasonably satisfactory to the Executive, expressly to 
assume and agree to perform this Agreement in the same manner and to the same extent that the Company would be required to perform this Agreement if no 
such succession had taken place. Regardless of whether such an agreement is executed, this Agreement shall be binding upon any successor of the Company in 
accordance with the operation of law, and such successor shall be deemed the “Company” for purposes of this Agreement. 

(d) As used in this Agreement, the term “Company” shall include any successor to the Company’s business and/or assets as aforesaid which assumes and agrees 
to perform this Agreement by operation of law, or otherwise. 

24. Entire Ameement. This Agreement sets forth the entire and final agreement and understanding of the parties and contains all of the agreements made between 
the parties with respect to the subject matter hereof. This Agreement supersedes any and all other agreements, either oral or in writing, between the parties hereto, 
with respect to the subject matter hereof. No change or modification of this Agreement shall be valid unless in writing and signed by the Company and the 
Executive. 

25. Survival. The obligations of the parties under Sections 7,9, 11,12, 13, 14,16,17,22,25 and 27 of this Agreement shall survive the termination of the 
Executive’s employment with the Company during the Period of Agreement and the termination or expiration of the Period of Agreement. 

26. Countemarts. This Agreement may be executed in several counterparts, each of which shall be considered an original, but which when taken together, shall 
constitute one agreement. 

27. Conflict. In the case of conflict between the terms of this Agreement (the “Agreement Terms”) and the provisions of any plan, policy, or practice of the 
Company as in effect from time to time (the “Standard Provisions”), the Executive’s rights or the Company’s obligations shall be established by whichever of the 
Agreement Terms or Standard Provisions would be more beneficial to the Executive. 

[Signature Page Follows] 
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IN WITNESS WHEREOF, the parties have set their signatures as of the date first written above. 

COMPANY: 

WorldCom, Inc., 
a Georgia corporation 

EXECUTIVE: 

By: 

Its: 
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Amen& 1 

OTHER COMPENSATION 

There is no additional compensation for this Executive. 
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Applicable to California residents. 

&mendm 2 

GENERAL RELEASE 

WHEREAS, the employment of the undersigned (“Executive”) is being terminated under circumstances making Executive eligible for severance benefits under 
Section [9 or 131 of the Employment Agreement between Executive and WorldCom, Inc., effective as of ,2004 (the “Employment Agreement”) and 
Executive wishes to receive the benefits described in Section 19 or 131 of the Employment Agreement, benefits to which Executive is not entitled unless 
Executive executes a general release and waiver of claims. 

NOW, THEREFORE, in consideration for the benefits described in Section 19 or 131 of the Employment Agreement, Executive hereby releases and discharges 
WorldCom, Inc., and any subsidiaries or affiliates thereof (collectively the “Company”), and their respective directors, officers, employees, benefit plans and 
administrators, successors and assigns from any and all claims, obligations, and liabilities, whether known or unknown, at law or in equity, arising out of 
Executive’s employment with the Company and the termination thereof. This Release is to be broadly construed so as to resolve all pending or potential disputes 
including, but without limiting the generality of the foregoing, any and all claims under the Age Discrimination in Employment Act, as amended by the Older 
Workers Benefit Protection Act of 1990, Title VI1 of the Civil Rights Act of 1964, the Americans with Disabilities Act, the Employee Retirement Income 
Security Act of 1974, the Equal Pay Act, the Family and Medical Leave Act, the discrimination and wage payment laws of the state in which Executive rendered 
services to the Company, and any other statute, regulation, or ordinance, and any and all claims based upon alleged wrongful or retaliatory discharge, negligence, 
intentional infliction of emotional distress, defamation, invasion of privacy, other torts, harassment, employment discrimination or breach of contract (express or 
implied). Notwithstanding the foregoing, Executive does not waive any rights Executive may have to enforce the terms of Section [9 or 131 of the Employment 
Agreement, to benefits available after termination under any Company-sponsored employee benefit plan, to insurance protection and/or indemnification for 
actions taken by the Executive while an employee, officer and/or director of the Company or to make any claims for workers’ compensation. 

[Executive hereby expressly waives the benefit of California Civil Code Section 1542, which is set forth below, as well as any other statutory or common laws of 
like nature concerning the waiver of unknown claims, and specifically agrees that this general release shall extend to claims arising out of transactions occurring 
prior to the date of its signing which the Executive does not know or expect to exist in the Executive’s favor at this time. California Civil Code Section 1542 
provides: 

A general release does not extend to claims which the creditor does not know or suspect to exist in his favor at the time of executing the release, 
which if known by him must have materially affected his settlement with the debtor.] 

Executive acknowledges and agrees that: 

Executive has read and understands this Release in its entirety; 

Executive has been advised in writing to consult with an attorney concerning this Release before signing it. This subparagraph constitutes such 
written advice; 

Executive has twenty-one (21) calendar days after receipt of this Release to consider its terms before signing it; 

Executive has the right to revoke this Release in full within seven (7) calendar days of executing it. Any revocation must be personally delivered to 
the Executive Vice President -Human Resources, or [hidher] designee, or mailed to WorldCom, Inc., [address], and postmarked within seven (7) 
calendar days 
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of the date of execution of this Release. None of the terms and provisions of this Release shall become effective or be enforceable until such 
revocation period has expired, 

Nothing contained in this Release waives any claim that may arise after the date of its execution; and 

Executive executes this Release knowingly and voluntarily, without duress or reservation of any kind, and after having given the matter full and 
careful consideration. 

IN WITNESS WHEREOF, the Executive has executed this Release on the date indicated below and agrees to be bound hereby. 
~ 

(Signature) 

(print full name) 
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AQDendix 3 

NON-DISCLOSURE, INTELLECTUAL PROPERTY ASSIGNMENT 
AND NON-SOLICITATION AGREEMENT 

In order for MCI and its operating affiliates and subsidiaries (hereinafter collectively referred to as the “Company”) to maintain a competitive edge, the Company 
must protect its confidential information and customer relationships. 

Therefore, as a condition of employment or continued employment with the Company, I agree as follows: 

DEFINITIONS 

1. “Confidential Information” means information (i) disclosed to or known by me as a consequence of my employment with the Company, (ii) not generally 
known to others outside the Company, and (iii) which relates to the Company’s business. Confidential Information includes but is not limited to the 
Company’s trade secrets, equipment, equipment configuration, research, development efforts, methodologies, testing, engineering, manufacturing, 
marketing, sales, finances, operations, processes, formulas, methods, techniques, devices, software program, projections, strategies and plans, personnel 
information, industry contacts made during my employment, and customer information, including customer needs, contacts, particular projects, and 
pricing. 

2. “Inventions” means any new or useful art, discovery, new contribution, finding or improvement, whether or not patentable, and all know-how related 
thereto, made, developed or conceived by me (i) in the course of my employment, (ii) relating to the actual or anticipated business of the Company, or (iii) 
with the use of the Company’s time, material, information or facilities. 

3. “Works” means any materials for which copyright protection may be obtained, written, made, developed or conceived by me (i) in the course of my 
employment, (ii) relating to the actual or anticipated business of the Company, or (iii) with the use of the Company’s time, material, information or 
facilities.. 

NONDISCLOSURE OF CONFlDEhTlAL INFORMATION 

4. I will not disclose or use any Confidential Information for the benefit of myself or another, unless directed or authorized in writing by the Company to do 
so, or until such time as the information becomes known to the public through no fault of mine. I will not disclose any Confidential Information to persons 
inside the Company who do not have a legitimate need to know the information. I will not make copies of Confidential Information except as reasonably 
necessary to the performance of my duties for the Company. 

5.  I understand that if I possess any proprietary information of another person or company as a result of prior employment or otherwise, the Company expects 
and requires that I will honor any and all legal obligations that I have to that person or company with respect to proprietary information, and I will refrain 
from any unauthorized use or disclosure of such information. 

RETURN OF COMPANY PROPERTY 

6.  All documents and other tangible property relating in any way to the business of the Company are the exclusive property of the Company (even if I 
authored or created them). I agree to return all such documents and tangible property to the Company upon termination of employment or at such earlier 
time as the Company may request. 

NON-SOLlClTATION OF ACCOUNTS 

7. During my employment with the Company and for one (1) year after termination of employment with the Company for any reason, I shall not directly or 
indirectly, provide products or services that are materially similar to the products or services provided by the Company to any customer of the Company 
with whom I 
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had direct contact in the course of my employment with the Company or about whom I learned Confidential Information as a result of my employment 
with the Company, nor will I solicit, induce, or attempt to induce such customers to: (a) stop doing business with or through the Company, or (b) do 
business with any other person, firm, partnership, corporation or other entity that provides products or services materially similar to those provided by the 
Company. 

NON-SOLICITATTON OF EMPLOYEES 

8. During my employment and for one (1) year following termination of my employment with the Company for any reason, I shall not, directly or indirectly, 
assist in the hiring of, or induce or attempt to induce any person who is employed by the Company or was employed by the Company within the prior six 
months to terminate hidher relationship with the Company or to accept employment or affiliation with any firm or entity of which I am an employee, 
owner, partner or consultant. 

DISCLOSURE AND ASSIGNMENT OF INVENTIONS AND WORKS 

9. I will promptly disclose to the Company in writing, all Inventions and Works which are conceived, made, discovered, written or created by me alone 01 
jointly with someone else on the Company’s time or on my own time, while I am employed by the Company. 

10. All Works created by me, alone or with others, shall be deemed “works made for hire” under the copyright laws and shall be owned by the Company. 

11. I hereby assign to the Company all of my rights in all Inventions, and in all Works to the extent such Works may not, by operation of law, be works made 
for hire. 

12. I will, without further compensation, give the Company all assistance it reasonably requires (whether during my employment or after my employment) to 
perfect, protect, and use its rights to Inventions and Works. In particular, I will sign all documents, do all things, and supply all information that the 
Company considers necessary or desirable to transfer or record the transfer of my entire right, title and interest in Inventions and Works; and to enable the 
Company to obtain patent, copyright, or other legal protection for Inventions and Works. Any out-of-pocket expenses will be paid by the Company. 

13. An invention for which none of the Company’s equipment, supplies, facilities, or Confidential Information was used and which was developed entirely on 
my own time is exempted from this Agreement so long as it: (1) does not relate in any way to the Company’s business, or to the Company’s actual or 
demonstrably anticipated research and development; and (b) does not result in any way from my work for the Company. 

14. Also excluded from this Agreement are the following Inventions and Works which I own or control and which were conceived, made, written, or created 
by me prior to my employment with the Company. 

(Attach additional sheets if necessary) 

Other than these, I do not claim to own or control rights in any inventions or works subject to copyright and will not assert any such rights against the 
Company. 

IRREPARABLE HARM 

15. Irreparable harm would result from any breach by me of the provisions of this Agreement, and monetary damages alone would not provide adequate relief 
for any such breach. Accordingly, if I breach or threaten to breach this Agreement, injunctive relief in favor of the Company is proper, without the 
necessity of the 
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Company posting a bond. Moreover, any award of injunctive relief shall not preclude the Company from seeking or recovering any lawful compensatory 
damages which may have resulted from a breach of this Agreement, including a forfeiture of any payments not yet made to me and a return of any 
payments already received by me. 

SEVERABILKY~MODIFTCATTON 

16. If a provision of th~s Agreement is held invalid by a court of competent jurisdiction, the remaining provisions will nonetheless be enforceable according to 
their terms. Further, if any provision is held to be over broad as written, a court may modify that provision to the extent necessary to make the provision 
enforceable according to applicable law and enforce the provision as modified. 

GOVERNING L A W  

17. This Agreement shall be construed, interpreted and enforced in accordance with the internal laws of the State of Delaware. 

BURDEN AND BENEFIT 

18. The Company may assign its rights under this Agreement to any successor in interest, whether by merger, consolidation, sale of assets, or otherwise. This  
Agreement shall be binding whether it is between me and the Company or between me and any successor or assign of the Company. 

NO EFFECT ON TERM OF EMPLOYMENT 

19. Nothing in this Agreement prevents or limits my right to terminate my employment at any time for any reason, and nothing in this Agreement prevents or 
limits the Company from terminating my employment at any time for any reason. I understand and agree that there exist no promises or guarantees of 
permanent employment or employment for any specified term by the Company. 

ENTIRE AGREEMENT 

20. I understand that this Agreement contains the entire agreement and understanding between the Company and me with respect to the provisions contained 
in this Agreement, and that no representations, promises, agreements, or understandings, written or oral, related thereto which are not contained in this 
Agreement will be given any force or effect. No change or modification of this Agreement will be valid or binding unless it is in writing and signed by the 
party against whom the change or modification is sought to be enforced. I further understand that even if the Company waives or fails to enforce any 
provision of this Agreement in one instance, that will not constitute a waiver of any other provisions of this Agreement at this time, or a waiver of that 
provision at any other time. 
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ACKNOWLEDGEMENT 

21. I hereby acknowledge and represent that I have fully read and understand this Agreement and that I consider all of the terms of my covenants and 
agreements set forth in this Agreement to be fair and reasonable and to be necessary to protect the Company’s ongoing interests. 

COMPANY EMPLOYEE 

BY Signature of Employee 

Title Date 

Date Address - Street 

Address - City, State, Zip Code 
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ETHICS PLEDGE 

[Attache4 
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Exhibit 10.7 

EMPLOYMENT AGREEMENT 

THIS EMPLOYMENT AGREEMENT (the “Agreement”) is made and entered into effective as of April 2,2004 (the “Effective Date”), by and between 
WorldCom, Inc., a Georgia corporation (the “Company”), and Wayne Huyard (the “Executive”). In consideration of the mutual covenants set forth herein, the 
Company and the Executive hereby agree as follows: 

1. Position: Duties. 

(a) During the Period of Agreement (as defined in Section 2), the Executive shall be employed as the President - U.S. Sales and Service of the Company. The 
Executive shall report directly to President and Chief Executive Officer. The Executive shall have the duties, responsibilities, powers, and authority customarily 
associated with the position of President - US. Sales and Service and shall perform such other and unrelated services and duties as may be assigned to the 
Executive from time to time by the President and Chief Executive Officer consistent with the Executive’s position as President - U.S. Sales and Service. 

(b) The Executive shall diligently, competently, and faithfully perform all duties, and shall devote the Executive’s entire business time, energy, attention, and 
skill to the performance of duties for the Company and its subsidiaries and affiliates and will use the Executive’s best efforts to promote the interests of the 
Company. It shall not be considered a violation of the foregoing for the Executive to serve on industry, civic, religious or charitable boards or committees, so 
long as such activities do not individually or in the aggregate significantly interfere with the performance of the Executive’s responsibilities as an employee of 
the Company in accordance with this Agreement. 

2. m. The initial term of this Agreement shall commence on the Effective Date and continue through December 3 I, 2006, unless terminated prior to such date 
as provided at Section 8 hereof (the “Period of Agreement”). The Period of Agreement may be extended upon the written agreement of the parties as approved by 
the Board of Directors of the Company (the “Board”). Upon the expiration of the Period of Agreement, except as provided herein, this Agreement shall 
terminate, and any continuation of the Executive’s employment with the Company thereafter shall be “at-will.’’ 

3. Base. The Executive’s annual base salary (the ‘‘Base Salary”) shall be $700,000, which amount shall not be decreased except upon mutual consent or 
due to a decrease generally applicable to all senior executives of the Company. The Board or, if so delegated by the Board, the Compensation Committee shall 
review the Base Salary annually, but shall not have any obligation to increase such amount. No increase in the Executive’s Base Salary may be implemented 
prior to review and approval by the Board or, if so delegated by the Board, the Compensation Committee. Any increase in Base Salary shall constitute the 
Executive’s “Base Salary” thereafter under this Agreement. The Base Salary shall be payable in substantially equal installments in accordance with the 
Company’s payroll policy in effect from time to time and shall be subject to any payroll or other deductions as may be required to be made pursuant to law, 
government or court order or by agreement with, or consent of, the Executive. 

4. m. The Executive shall be eligible to receive a bonus equal to 100% of the Executive’s Base Salary for performance at target levels based upon 
performance standards, with smaller or greater bonus opportunities for performance below or above target levels, all as determined by the Board. 

5. Benefits and Perauisitea. The Executive shall be entitled to participate in such life insurance, disability, medical, dental, pension, profit sharing and retirement 
plans and other programs as may be made generally available from time to time by the Company for the benefit of executives at the Executive’s level and its 
employees generally. The Company shall provide the Executive with such perquisites as are provided from time to time by the Company to its executives 
generally. The Executive shall be entitled to receive such other compensation, benefits and perquisites as set forth on ADoendix 1 to this Agreement. 
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6.  Exoenses. The Company shall reimburse the Executive for all reasonable expenses reasonably incurred by the Executive in performing services hereunder, 
which are incurred and accounted for in accordance with the Company’s policies and procedures applicable thereto. 

7. Liabilitv Insurance: Indemnification. The Company shall maintain officers’ liability insurance coverage for Executive in reasonable amounts during the Period 
of Agreement and, for any act or omission occurring during the Period of Agreement, at all times thereafter for the duration of any period of limitations during 
which any action may be brought against the Executive, in the same amount and to the same extent as the Company covers members of the Board. The Executive 
shall be indemnified and held harmless to the fullest extent permitted under the Company’s Articles of Incorporation, Bylaws, and applicable law, including the 
U.S. Bankruptcy Code (1 1 U.S.C. 0 101 et seq.), from any and all claims, lawsuits, losses, damages, assessments, amounts paid in settlement, penalties, 
expenses, costs and liabilities of any kind or nature, including without limitation, court costs and reasonable attorneys’ fees, which the Executive may sustain 
directly as a result of, or in connection with, any act or omission by the Company or its employees or any claim, suit or other proceeding brought or threatened by 
a third party (including but not limited to governmental or regulatory agencies or bodies) in connection with the Executive’s employment with the Company or 
any subsidiary or affiliate thereof. 

8. -. 

(a) Death or Disability. The Period of Agreement shall terminate automatically upon the Executive’s death. If the Company determines in good faith that the 
Disability of the Executive has occurred (pursuant to the definition of “Disability” set forth below), it may give to the Executive written notice of its intention to 
terminate the Executive’s employment. In such event, the Period of Agreement and the Executive’s employment with the Company shall terminate effective on 
the thirtieth (30th) day after receipt by the Executive of such notice given ai any time after the date of the Executive’s Disability, while such Disability is 
continuing (“Disability Effective Date”); provided that, within the thirty (30) days after such receipt, the Executive shall not have returned to full-time 
performance of the Executive’s duties. For purposes of this Agreement, “Disability” means the completion of a period of the Executive’s physical or mental 
incapacity which continues for not less than six (6) consecutive months or six (6) months in any twelve (12)-month period, as determined by a doctor mutually 
agreeable to the Executive and the Board. Until the Disability Effective Date, the Executive shall be entitled to all compensation provided for under this 
Agreement. It is understood that nothing in this Section 8(a) shall serve to limit the Company’s obligations under Section 9(c) hereof. 

(b) By rhe Companyfor Cause. The Company may terminate the Executive’s employment and the Period of Agreement immediately for “Cause.” For purposes 
of this Agreement, “Cause” means (i) the commission of (x) a felony or (y) a misdemeanor (excluding a petty misdemeanor) involving dishonesty, fraud, 
financial impropriety, or moral turpitude; (ii) any knowing or deliberate violation of a requirement of the Sarbanes-Oxley Act of 2002 or other material provision 
of the federal securities laws; (iii) willful neglect or willful misconduct in the discharge of the Executive’s duties (after receiving written notice from the Board 
specifying the manner in which the Executive is alleged to have willfully failed properly to discharge the Executive’s duties and after having had the opportunity 
to cure such failure within thirty (30) days from receipt of such notice), (iv) any willful conduct that could reasonably be anticipated to result in or materially 
contribute to (whether by act or by omission to act) a violation by the Company of the Permanent Injunction dated November 26,2002 (the “Permanent 
Injunction”) or other orders binding on the Company issued by the Honorable Jed S. Rakoff of the U.S. District Court of the Southern District of New York (the 
“Court”), or (v) material breach by the Executive of this Agreement, including any of the covenants contained herein. In the event that the Company asserts that 
grounds exist for termination with Cause, prior to such termination, it shall so notify the Executive and within fifteen (15) days shall afford the Executive a 
hearing before the Board regarding any disputed facts. The Board shall make a final determination regarding the existence of “Cause” upon completion of any 
such hearing, provided, however, that any determination that “Cause” exists shall require an affirmative vote of two-thirds (213) of the non-employee directors 
of the Company. If any such determination remains pending after such fifteen (15)-day period, the Company shall be entitled to suspend the Executive’s duties 
(with full pay) pending determination of the existence of “Cause”; provided that such period of suspension shall not exceed thirty (30) days. The Executive’s 
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acts or omissions shall not be ‘‘willful’’ if conducted in good faith and with a reasonable belief that such conduct was in the best interests of the Company. 

(c) By Executivefor Good Reuson. The Executive may terminate Executive’s employment and the Period of Agreement for Good Reason upon at least thirty (30) 
days’ prior written notice from the Executive to the President and Chief Executive Officer of the Company. For purposes of this Agreement, “Good Reason” 
means, without the Executive’s prior written consent, the Occurrence of (i) a demotion or removal of the Executive from any of the Executive’s positions, (ii) a 
material adverse change by the Company in the Executive’s duties or responsibilities, (iii) a decrease in the Executive’s Base Salary or the Company’s failure to 
provide an opportunity to earn performance bonuses and other compensation as provided in Sections 4 and 5, above, and Section 10, below, or (iv) any other 
material breach of this Agreement by the Company which is not cured within thirty (30) days’ prior written notice by the Executive to the Company specifying 
such breach. “Good Reason” does not include (A) any failure to extend the term of this Agreement at the conclusion of the Period of Agreement, (B) the failure 
of the Company to grant any annual equity award if established performance standards are satisfied, provided equivalent compensation is provided, (C) 
implementation of any changes in corporate governance required as part of the SEC settlement or any other actions by the Company to comply with the 
Permanent Injunction or any other order binding on the Company issued by the Court or to comply with any provision of law, or (D) any adverse change in 
compensation or benefits applicable to all senior executives which is proportionate to each such executive’s compensation or benefits, as the case may be, 
immediately prior to such change. The Executive shall be required to make any assertion of “Good Reason” within 45 days of the events allegedly giving rise to 
“Good Reason”. 

(d) Other thanfor Cause or Good Reason. The Executive or the Company may terminate the Executive’s employment and the Period of Agreement for any 
reason other than for Good Reason or other than for Cause, respectively, upon fifteen (15) days’ prior written notice to the Company or Executive, as the case 
may be. 

(e) Notice of Termination. Any termination of employment by the Company or by the Executive shall be communicated by a notice of termination to the other 
party hereto given in accordance with Section 19 of this Agreement (the “Notice of Termination”). For purposes of this Agreement, a “Notice of Termination” 
means a written notice which (i) indicates the specific termination provision in this Agreement relied upon, (ii) sets forth in reasonable detail, if necessary, the 
facts and circumstances claimed to provide a basis for termination of the Executive’s employment under the provision so indicated, and (iii) if the Date of 
Termination (as defined below) is other than the date of receipt of such notice, specifies the termination date. The failure by the Executive or the Company to set 
forth in the Notice of Termination any fact or circumstance which contributes to a showing of the basis for termination shall not waive any right of such party 
hereunder or preclude such party from asserting such fact or circumstance in enforcing hisher or its rights hereunder. 

(f) Dare of Termination. “Date of Termination” means the date specified in the Notice of Termination; provided, however, that if the Executive’s employment is 
terminated by reason of death or Disability, the Date of Termination shall be the date of death of the Executive or the Disability Effective Date, as the case may 
be. 

9. Obligations of the Comoanv Uoon Termination. The following provisions describe the obligations of the Company to the Executive upon termination of the 
Executive’s employment during the Period of Agreement. However, except as explicitly provided in this Agreement, nothing in this Agreement shall limit or 
otherwise adversely affect any rights which the Executive may have under applicable law, under any other written agreement with the Company, or under any 
compensation or benefit plan, program, policy or practice of the Company. 

(a) Termination notfor Cause orfor Good Reason. If the Executive’s employment is terminated during the Period of Agreement by Company not for Cause (and 
other than due to death or Disability) or by the Executive for Good Reason, the Executive shall, in lieu of any other severance benefits under the Company’s 
severance plans, be entitled to the following: 

(i) continuation of the Executive’s then-current Base Salary and then -current target bonus for a period of two (2) years after the Date of Termination (the 
“Salary Continuation Period”), the Base Salary 
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component to be payable as set forth in Section 3, above, and the target bonus component to be payable in monthly installments equal to one-twelfth (1112) 
of the Executive’s then-current annual target bonus opportunity set forth in Section 4, above; provided that the sum of such payments shall not exceed the 
maximum amount permitted under the Company’s Articles of Incorporation; 

(ii) continued health coverage for the Executive and the Executive’s eligible dependents at active employee rates for the Salary Continuation Period, with 
COBRA continuation to begin at the end of such period; 

(iii) payment of all accrued but not yet paid Base Salary, accrued vacation, any earned and unpaid bonus for the previous year or other performance period, 
unreimbursed business expenses (in accordance with Company policy and procedures), and any accrued unpaid benefits under the Company’s group 
benefit plans, payable through the Date of Termination (collectively, “Accrued Obligations”); and 

(iv) a bonus (based upon actual performance) for the year (or other performance period) in which the Executive’s termination occurs, prorated based on the 
number of days elapsed during said year (or other performance period) through the Date of Termination, payable at the time bonuses are paid to senior 
executives generally. 

I The Executive shall be entitled to the amounts and benefits under this Section 9(a) (other than Accrued Obligations) only upon the Executive’s execution 
(without revocation) of a general release of all claims of the Executive that may be brought against the Company occurring through and including the release date 
in the form of Appendix 2 hereto (with such changes therein as may be necessary to make it valid and encompassing under applicable law). 

(b) Termination for Cause, for other than Good Reason or at the Expiration of the Period of Agreement. If the Executive’s employment is terminated during the 
Period of Agreement by the Company for Cause or by the Executive not for Good Reason, or if the Executive’s employment is terminated by either party for any 
reason at the expiration of the Period of Agreement, the Executive will receive the Executive’s Accrued Obligations through the Date of Termination (except to 
the extent subject to disgorgement under any applicable legal requirement). The Company shall be entitled to offset the amount due from the Executive of any 
repayments of compensation awarded hereunder against any amounts due to the Executive, without waiving or limiting the Company’s rights to recover any 
excess amount due to it. 

(c) Termination Due fo Death or Disability. In the event of the Executive’s death or termination of employment due to Disability during the Period of 
Agreement, the Executive’s estate or the Executive, as the case may be, shall be entitled to receive the following: 

(i) a bonus (based upon actual performance) for the year (or other performance period) in which the Executive’s termination occurs, prorated based on the 
number of days elapsed during said year (or other performance period) through the Date of Termination, payable at the time bonuses are paid to senior 
executives generally; 

(ii) payment of the Executive’s Accrued Obligations; and 

(iii) continued health coverage for the Executive andor the Executive’s eligible dependents, as applicable, at active employee rates for eighteen (18) 
months following the Date of Termination, which will run Concurrently with COBRA. 

10. &uitv Awards. For each full calendar year during the Period of Agreement, the Executive shall be eligible at the targeted performance levels to receive an 
annual equity award commensurate with the Executive’s position as determined by the Board in its discretion. 
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11. T L .  Upon the termination of Executive’s employment, either during, at the expiration of, or after the Period of 
Agreement, the vesting of any unvested equity awards granted during the Period of Agreement shall be determined as follows: 

(a) In the event of termination of the Executive’s employment (i) by the Company not for Cause (and other than due to the Executive’s death or Disability), or (ii) 
by the Executive for Good Reason, the Executive shall be deemed to be an active employee of the Company for two (2) years following the Date of Termination 
for purposes of determining the vesting of each such equity award. 

(b) In the event of termination of the Executive’s employment (i) by the Executive not for Good Reason or (ii) by the Company for Cause, any such equity 
awards that are unvested shall be forfeited. 

(c) In the event of the Executive’s death or termination due to Disability, any such equity awards that are unvested shall immediately fully vest. 

12. Non-ComDetition. 

(a) In the event that the Executive’s employment is terminated for any reason during the Period of Agreement, but not at or after the expiration of the Period of 
Agreement, for a period of one (I) year after the Date of Termination, the Executive shall not become an employee, consultant, advisor, director or assume any 
other position or relationship with the following companies or their subsidiaries and affiliates: AT&T Corporation, SBC Communications, Inc., Sprint 
Corporation, Qwest, or Verizon Communications. 

(b) The Executive agrees to, and shall, execute the Company’s Non-Disclosure, Intellectual Property Assignment and Non-Solicitation Agreement, attached 
hereto as ADDendix 3. The terms of the Non-Disclosure, Intellectual Property Assignment and Non-Solicitation Agreement are incorporated herein by this 
reference and shall survive any termination of the employment relationship created hereunder or the termination of the Period of Agreement. 

(c) The Executive acknowledges that the Company has no adequate remedy at law and will be irreparably harmed if the Executive breaches or threatens to breach 
the provisions of this Section 12, and, therefore, agrees that the Company shall be entitled to injunctive relief to prevent any breach or threatened breach of this 
Section and that the Company shall be entitled to specific performance of the terms of this Section in addition to any other legal or equitable remedy it may have. 
Nothing in this Agreement shall be construed as prohibiting the Company frompursuing any other remedies at law or in equity that it may have or any other 
rights that it may have under any other agreement. 

13. Change in Control. 

(a) Definition of “Change in Control.” The definition of Change in Control shall occur upon the occurrence of any one of the following events during the Period 
of Agreement: 

(i) the sale, lease or transfer, in one or a series of related transactions, of all or substantially all of the assets of the Company and its Restricted Subsidiaries 
(as defined in the indentures pursuant to which senior notes of the Company are to be issued to certain of the Company’s creditors in accordance with the 
Company’s Modified Second Amended Joint Plan of Reorganization under chapter 11 of title 11 of the United States Code, as confirmed on October 3 1, 
2003 by the United States Bankruptcy Court for the Southern District of New York) taken as a whole to any other “person” or “group,” as that term is used 
in Section 13(d)(3) of the Securities Exchange Act of 1934, as amended (the “Exchange Act”), (other than the Company or any of its Restricted 
Subsidiaries), other than a creation of a holding company that does not involve a change in the beneficial ownership of the Company as a result of the 
transaction and other than a creation of a holding company that does not involve a change in the beneficial ownership of the Company as a result of the 
transaction; 

5 



(ii) the adoption of a plan relating to the liquidation or dissolution of the Company; 

(iii) any “person” or “group” (as such terms are used in Sections 13(d) and 1qd)  of the Exchange Act) is or becomes the “beneficial owner” (as defined in 
rules 13d-3 and 13d-5 under the Exchange Act (except that a person shall be deemed to have beneficial ownership of all shares that such Person has a 
right to acquire, whether such right is exercisable immediately or after 60 days), directly or indirectly of more than 50% of the voting power of the voting 
stock of the Company by way of purchase, merger or consolidation or otherwise; 

(iv) the merger or consolidation with or into another Person or merger of another Person into the Company with the effect that immediately after that 
transaction the existing stockholders of the Company immediately before the transaction hold, directly or indirectly, less than 50% of the total voting power 
of all securities generally entitled to vote in the election of directors, managers or trustees of the Person surviving the merger or consolidation; or 

(v) the first day on which a majority of the members of the Company’s Board of Directors are not Continuing Directors. For purposes of the preceding 
clause (e), “Continuing Directors” means, as of any date of determination, any member of the Company’s Board of Directors who: (i) was a member of 
the Company’s Board of Directors on the Effective Date; or (ii) was nominated for election or elected to the Company’s Board of Directors with the 
affirmative vote of, or whose election or appointment was otherwise approved or ratified (whether before or after nomination or election) by, at least a 
majority of the Continuing Directors who were members of the Company’s Board of Directors at the time of the nomination, election or approval, as 
applicable. 

(b) Upon a Change in Control described in Section 13(a)(i), above, all equity awards granted to the Executive shall immediately fully vest and any restrictions on 
disposition of vested stock or the payment of any deferred stock units shall lapse. 

(c) Impact of Termination by Company or the Executive During Protection Period. If the Executive’s employment is terminated by the Company not for Cause 
(and other than due to death or Disability) or by the Executive for Good Reason within the two (2)-year period immediately following a Change in Control of the 
Company (regardless of whether the Period of Agreement would have otherwise expired without the occurrence of a Change in Control) or in the event the 
Executive’s employment is terminated within six (6) months prior to and in anticipation of a Change in Control or is demonstrated to be at the request of a third 
party that had taken steps reasonably calculated to effect a Change in Control, the Executive shall, in lieu of any other severance benefits and in lieu of benefits 
provided under Section 9(a), be entitled to the following: 

(i) a lump sum payment, to be made within thirty (30) days of the Date of Termination, equal to two (2) times the sum of the Executive’s then-current Base 
Salary and then-current target bonus; 

(ii) continued health coverage for the Executive and the Executive’s eligible dependents at active employee rates for two (2) years, with COBRA 
continuation to begin at the end of such period 

(iii) payment of all Accrued Obligations; 

(iv) a bonus (based upon actual performance) for the year (or other performance period) in which the Executive’s termination occurs, prorated based on the 
number of days elapsed during said year (or other performance period) through the Date of Termination, payable at the time bonuses are paid to senior 
executives generally; 

(v) all unvested equity awards shall immediately vest and any restrictions on disposition of vested stock or on the payment of any deferred stock units shall 
lapse; 

(vi) any deferred compensation shall become payable; 

(vii) any amounts “earned under other incentive plans that have not vested will vest and become payable as follows: (A) if based upon objective factors 
that can reasonably be determined, payment shall be 
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based upon actual performance for such period or, if actual performance cannot be determined, pro-rated based on the relevant period of service, and (B) if 
any other factors or performance measures cannot reasonably be determined, payment shall be at target, pro-rated based on the relevant period of service; 
and 

(viii) the Executive shall receive two (2) years of service and age credit for vesting and eligibility (but not accrual) purposes under Company retirement or 
welfare programs and other benefit programs, payable outside plans to the extent that the Executive is not eligible for such payment under the t e r n  of such 
plans, and two (2) years of welfare program coverage at active employee rates. 

The Executive shall be entitled to the amounts and benefits under this Section 13(c) (other than Accrued Obligations) only upon the Executive’s execution 
(without revocation) of a general release of all claims of the Executive that may be brought against the Company occurring through and including the release date 
in the form of Appendix 2 hereto (with such changes therein as may be necessary to make it valid and encompassing under applicable law). 

(d) Parachute Gross- Up. In the event that the aggregate of all payments or benefits made or provided to, or that may be made or provided to, the Executive 
under this Agreement and under all other plans, programs and arrangements of the Company (the “Aggregate Payment”) is determined to constitute an “excess 
parachute payment,” as such term is defined in Section 280G(b) of the Internal Revenue Code, the Company shall pay to the Executive prior to the time any 
excise tax imposed by Section 4999 of the Internal Revenue Code (“Excise Tax”) is payable with respect to such Aggregate Payment, an additional amount 
which, after the imposition of all income and excise taxes thereon, is equal to the Excise Tax on the Aggregate Payment. The determination of whether the 
Aggregate Payment constitutes an excess parachute payment and, if so, the amount to be provided to the Executive and the time of payment pursuant to this 
Section 13(d) shall be made by an independent auditor (the “Auditor”) selected jointly by the Company and the Executive and paid by the Company. The Auditor 
shall be a nationally recognized United States public accounting firm which has not, during the two (2) years preceding the date of its selection, acted in any way 
on behalf of the Company or any affiliate thereof. If the Executive and the Company cannot agree on the firm to serve as the Auditor, then the Executive and the 
Company shall each select one accounting firm and those two firms shall jointly select the accounting fm to serve as the Auditor. Notwithstanding the 
foregoing, in the event that the amount of the Executive’s Excise Tax liability is subsequently determined to be greater than the Excise Tax liability with respect 
to which any initial payment to the Executive under this Section 13(d) has been made, the Company shall pay to the Executive an additional amount (grossed up 
for all taxes) with respect to such additional Excise Tax (and any interest and penalties thereon) at the time and in the amount reasonably determined by the 
Auditor. Similarly, if the amount of the Executive’s Excise Tax liability is subsequently determined to be less than the Excise Tax liability with respect to which 
any prior payment to the Executive has been made under this Section 13(d), the Executive shall refund to the Company the excess amount received, after 
reduction for any nonrefundable tax, penalties andlor interest incurred by the Executive in connection with the receipt of such excess, and such refund shall be 
paid promptly after the Executive has received any corresponding refund of excess Excise Tax paid to the Internal Revenue Service. The Executive and the 
Company shall cooperate with each other in connection with any proceeding or claim relating to the existence or amount of liability for Excise Tax, and all 
expenses incurred by the Executive in connection therewith shall be paid by the Company promptly upon notice of demand from the Executive. 

14. Disoute Resolution. In the event of any dispute between the Company and the Executive, whether arising out of or relating to this Agreement, the breach of 
this Agreement, or otherwise, including without limitation if the Executive shall assert the existence of Good Reason or any other breach of this Agreement and 
the Company shall disagree as to the existence of Good Reason or any other asserted breach, the Executive and the Company hereby agree that such dispute shall 
be resolved by binding arbitration administered by the American Arbitration Association (“AAA”) in accordance with its Commercial Arbitration Rules then in 
effect, and judgment on the award rendered by the arbitrator may be entered in any court having jurisdiction thereof. Any arbitration shall be held before a single 
arbitrator who shall be selected by the mutual agreement of the Company and the Executive, unless the parties are unable to agree to an arbitrator, in which case, 
the arbitrator will be selected under the 
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procedures of the AAA. The arbitrator shall have the authority to award any remedy or relief that a court of competent jurisdiction could order or grant, 
including, without limitation, the issuance of an injunction, and the parties hereby agree to the emergency procedures of the AAA. However, either party may, 
without inconsistency with this arbitration provision, apply to any court having jurisdiction over such dispute or controversy and seek interim provisional, 
injunctive or other equitable relief until the arbitration award is rendered or the controversy is otherwise resolved. Except as necessary in court proceedings to 
enforce this arbitration provision or an award rendered hereunder, or to obtain interim relief, neither a party nor an arbitrator may disclose the existence, content 
or results of any arbitration hereunder without the prior written consent of the Company and the Executive. The arbitration proceeding shall be conducted in the 
Washington, D.C. metropolitan area. In the event of any such proceeding, the losing party shall reimburse the prevailing party upon entry of a final award 
resolving the subject of the dispute for all reasonable legal expenses incurred, unless the arbitrator determines that to do so would be unjust. This Agreement shall 
be governed by the substantive provisions of the laws of the State of Delaware. 

15. Mutual CooDeration. The parties agree to take reasonable steps (without cost to the Executive) to minimize the Company’s tax obligations with respect to 
annual compensation. 

16. Undertaking. Attached hereto as ADuendix 4 is a letter constituting an ethics pledge signed by the Executive, which shall be an integral part of this 
Agreement. 

17. -. CooDeration . The Executive agrees that the Executive will fully cooperate, and will cause and direct the persons under the 
Executive’s management direction employed by, or consultants or agents to, the Company to cooperate fully, with all governmental investigations of the 
Company and all orders entered by the Court. 

18. Withholdinq. Anything in this Agreement to the contrary notwithstanding, all payments required to be made by the Company hereunder to the Executive 
shall be subject to withholding, at the time payments are actually made to the Executive and received by the Executive, of such amounts relating to taxes as the 
Company may reasonably determine it should withhold pursuant to any applicable law or regulation. In lieu of withholding such amounts, in whole or in part, the 
Company may, in its sole discretion, accept other provision for payment of taxes as required by law, provided that it is satisfied that all requirements of law as to 
its responsibilities to withhold such taxes have been satisfied. 

19. Notices. Any and all notices required in connection with this Agreement shall be deemed adequately given only if in writing and (a) personally delivered, or 
sent by first class, registered or certified mail, postage prepaid, return receipt requested, or by recognized overnight courier, (b) sent by facsimile, provided a hard 
copy is mailed on that date to the party for whom such notices are intended, or (c) sent by other means at least as fast and reliable as first class mail. A written 
notice shall be deemed to have been given to the recipient party on the earlier of (a) the date it shall be delivered to the address required by this Agreement; (b) 
the date delivery shall have been refused at the address required by this Agreement; (c) with respect to notices sent by mail or overnight courier, the date as of 
which the Postal Service or overnight courier, as the case may be, shall have indicated such notice to be undeliverable at the address required by this Agreement; 
or (d) with respect to a facsimile, the date on which the facsimile is sent and receipt of which is confirmed. Any and all notices referred to in this Agreement, or 
which either party desires to give to the other, shall be addressed to the Executive’s residence in the case of the Executive, or to its principal office in the case of 
the Company. 

20. Waiver of Breach. A waiver by the Company of a breach of any provision of this Agreement by the Executive shall not operate or be construed as a waiver or 
estoppel of any subsequent breach by the Executive. No waiver shall be valid unless in writing and signed by an authorized officer of the Company. 

2 1. Headings. The headings in this Agreement are inserted for convenience only and are not to be considered a construction of the provisions hereof. 
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22. Severabilitv. If any provision of this Agreement shall be found invalid or unenforceable for any reason, in whole or in part, then such provision shall be 
deemed modified, restricted, or reformulated to the extent and in the manner necessary to render the same valid and enforceable, or shall be deemed excised from 
this Agreement, as the case may require, and this Agreement shall be construed and enforced to the maximum extent permitted by law, as if such provision had 
been originally incorporated herein as so modified, restricted, or reformulated or as if such provision had not been originally incorporated herein, as the case may 
be. The parties further agree to seek a lawful substitute for any provision found to be unlawful; provided, that, if the parties are unable to agree upon a lawful 
substitute, the parties desire and request that a court or other authority called upon to decide the enforceability of this Agreement modify those restrictions in this 
Agreement that, once modified, will result in an agreement that is enforceable to the maximum extent permitted by the law in existence at the time of the 
requested enforcement. 

23. Successors. 

(a) This Agreement is personal to the Executive and without the prior written consent of the Company shall not be assignable by the Executive otherwise than by 
will or the laws of descent and distribution. This Agreement shall inure to the benefit of and be enforceable by the Executive’s heirs and legal representatives. 

(b) This Agreement shall inure to the benefit of and be binding upon the Company and its successors and assigns. 

(c) The Company shall require any successor (whether direct or indirect, by purchase, merger, reorganization, consolidation, acquisition of property or stock, 
liquidation, or otherwise) to all or a substantial portion of its assets, by agreement in form and substance reasonably satisfactory to the Executive, expressly to 
assume and agree to perform this Agreement in the same manner and to the same extent that the Company would be required to perform this Agreement if no 
such succession had taken place. Regardless of whether such an agreement is executed, this Agreement shall be binding upon any successor of the Company in 
accordance with the operation of law, and such successor shall be deemed the “Company” for purposes of this Agreement. 

(d) As used in this Agreement, the term “Company” shall include any successor to the Company’s business and/or assets as aforesaid which assumes and agrees 
to perform this Agreement by operation of law, or otherwise. 

24. Entire Ameement. This Agreement sets forth the entire and final agreement and understanding of the parties and contains all of the agreements made between 
the parties with respect to the subject matter hereof. This Agreement supersedes any and all other agreements, either oral or in writing, between the parties hereto, 
with respect to the subject matter hereof. No change or modification of this Agreement shall be valid unless in writing and signed by the Company and the 
Executive. 

25. &rviva. The obligations of the parties under Sections 7,9, 11, 12, 13,14, 16,17,22,25 and 27 of this Agreement shall survive the termination of the 
Executive’s employment with the Company during the Period of Agreement and the termination or expiration of the Period of Agreement. 

26. Countemarts. This Agreement may be executed in several counterparts, each of which shall be considered an original, but which when taken together, shall 
constitute one agreement. 

27. Conflict. In the case of conflict between the terms of this Agreement (the “Agreement Terms”) and the provisions of any plan, policy, or practice of the 
Company as in effect from time to time (the “Standard Provisions”), the Executive’s rights or the Company’s obligations shall be established by whichever of the 
Agreement Terms or Standard Provisions would be more beneficial to the Executive. 

[Signature Page Follows] 

9 



IN WITNESS WHEREOF, the parties have set their signatures as of the date first written above. 

COMPANY: 

WorldCom, Inc., 
a Georgia corporation 

EXECUTIVE: 

By: 

Its: 
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&mendm 1 

OTHER COMPENSATION 

There is no additional compensation for this Executive. 
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ADDendLu 2 

GENERAL RELEASE 

WHEREAS, the employment of the undersigned (“Executive”) is being terminated under circumstances making Executive eligible for severance benefits under 
Section [9 or 131 of the Employment Agreement between Executive and WorldCom, Inc., effective as of ~ 2004 (the “Employment Agreement”) and 
Executive wishes to receive the benefits described in Section [9 or 131 of the Employment Agreement, benefits to which Executive is not entitled unless 
Executive executes a general release and waiver of claims. 

NOW, THEREFORE, in consideration for the benefits described in Section [9 or 131 of the Employment Agreement, Executive hereby releases and discharges 
WorldCom, Inc., and any subsidiaries or affiliates thereof (collectively the “Company”), and their respective directors, officers, employees, benefit plans and 
administrators, successors and assigns from any and all claims, obligations, and liabilities, whether known or unknown, at law or in equity, arising out of 
Executive’s employment with the Company and the termination thereof. This Release is to be broadly construed so as to resolve all pending or potential disputes 
including, but without limiting the generality of the foregoing, any and all claims under the Age Discrimination in Employment Act, as amended by the Older 
Workers Benefit Protection Act of 1990, Title VII of the Civil Rights Act of 1964, the Americans with Disabilities Act, the Employee Retirement h o m e  
Security Act of 1974, the Equal Pay Act, the Family and Medical Leave Act, the discrimination and wage payment laws of the state in which Executive rendered 
services to the Company, and any other statute, regulation, or ordinance, and any and all claims based upon alleged wrongful or retaliatory discharge, negligence, 
intentional infliction of emotional distress, defamation, invasion of privacy, other torts, harassment, employment discrimination or breach of contract (express or 
implied). Notwithstanding the foregoing, Executive does not waive any rights Executive may have to enforce the terms of Section [9 or 131 of the Employment 
Agreement, to benefits available after termination under any Company-sponsored employee benefit plan, to insurance protection and/or indemnification for 
actions taken by the Executive while an employee, officer andor director of the Company or to make any claims for workers’ compensation. 

[Executive hereby expressly waives the benefit of California Civil Code Section 1542, which is set forth below, as well as any other statutory or common laws of 
like nature concerning the waiver of unknown claims, and specifically agrees that this general release shall extend to claims arising out of transactions occuning 
prior to the date of its signing which the Executive does not know or expect to exist in the Executive’s favor at this time. California Civil Code Section 1542 
provides: 

A general release does not extend to claims which the creditor does not know or suspect to exist in his favor at the time of executing the release, 
which if known by him must have materially affected his settlement with the debtor.] 

Executive acknowledges and agrees that: 

Executive has read and understands this Release in its entirety; 

Executive has been advised in writing to consult with an attorney concerning this Release before signing it. This subparagraph constitutes such 
written advice: 

Executive has twenty-one (21) calendar days after receipt of this Release to consider its terms before signing it; 

Executive has the right to revoke this Release in full within seven (7) calendar days of executing it. Any revocation must be personally delivered to 
the Executive Vice President -Human Resources, or (hidher] designee, or mailed to WorldCom, Inc., [address], and postmarked within seven (7) 
calendar days 

Applicable to California residents. 
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of the date of execution of this Release. None of the terms and provisions of this Release shall become effective or be enforceable until such 
revocation period has expired 

Nothing contained in this Release waives any claim that may arise after the date of its execution; and 

Executive executes this Release knowingly and voluntarily, without duress or reservation of any kind, and after having given the matter full and 
careful consideration. 

IN WITNESS WHEREOF, the Executive has executed this Release on the date indicated below and agrees to be bound hereby. 

(Signature) 

(Print full name) 

(Date) 
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,4aaendix 3 

NON-DISCLOSURE, INTELLECTUAL PROPERTY ASSIGNMENT 
AND NON-SOLICITATION AGREEMENT 

In order for MCI and its operating affiliates and subsidiaries (hereinafter collectively referred to as the “Company”) to maintain a competitive edge, the Company 
must protect its confidential information and customer relationships. 

Therefore, as a condition of employment or continued employment with the Company, I agree as follows: 

DEFINITIONS 

1. “Confidential Information” means information (i) disclosed to or known by me as a consequence of my employment with the Company, (ii) not generally 
known to others outside the Company, and (iii) which relates to the Company’s business. Confidential Information includes but is not limited to the 
Company’s trade secrets, equipment, equipment configuration, research, development efforts, methodologies, testing, engineering, manufacturing, 
marketing, sales, finances, operations, processes, formulas, methods, techniques, devices, software programs, projections, strategies and plans, personnel 
information, industry contacts made during my employment, and customer information, including customer needs, contacts, particular projects, and 
pricing. 

2. “Inventions” means any new or useful art, discovery, new contribution, finding or improvement, whether or not patentable, and all know-how related 
thereto, made, developed or conceived by me (i) in the course of my employment, (ii) relating to the actual or anticipated business of the Company, or (iii) 
with the use of the Company’s time, material, information or facilities. 

3. ‘Works” means any materials for which copyright protection may be obtained, written, made, developed or conceived by me (i) in the course of my 
employment, (ii) relating to the actual or anticipated business of the Company, or (iii) with the use of the Company’s time, material, information or 
facilities.. 

NONDISCLOSUXE OF CONFIDENTIAL INFORMATION 

4. I will not disclose or use any Coonfidential Information for the benefit of myself or another, unless directed or authorized in writing by the Company to do 
so, or until such time as the information becomes known to the public through no fault of mine. I will not disclose any Confidential Information to persons 
inside the Company who do not have a legitimate need to know the information. I will not make copies of Confidential Information except as reasonably 
necessary to the performance of my duties for the Company. 

5. I understand that if I possess any proprietary information of another person or company as a result of prior employment or otherwise, the Company expects 
and requires that I will honor any and all legal obligations that I have to that person or company with respect to proprietary information, and I will refrain 
from any unauthorized use or disclosure of such information. 

RETURN OF COMPANY PROPERTY 

6 .  All documents and other tangible property relating in any way to the business of the Company are the exclusive property of the Company (even if I 
authored or created them). I agree to return all such documents and tangible property to the Company upon termination of employment or at such earlier 
time as the Company may request. 

NON-SOLICWA7lON OF ACCOUNTS 

7. During my employment with the Company and for one (1) year after termination of employment with the Company for any reason, I shall not directly or 
indirectly, provide products or services that are materially similar to the products or services provided by the Company to any customer of the Company 
with whom I 
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had direct contact in the course of my employment with the Company or about whom I learned Confidential Information as a result of my employment 
with the Company, nor will I solicit, induce, or attempt to induce such customers to: (a) stop doing business with or through the Company, or (b) do 
business with any other person, firm, partnership, corporation or other entity that provides products or services materially similar to those provided by the 
Company. 

NON-SOLICITATION OF EMPLOYEES 

8. During my employment and for one (1) year following termination of my employment with the Company for any reason, I shall not, directly or indirectly, 
assist in the hiring of, or induce or attempt to induce any person who is employed by the Company or was employed by the Company within the prior six 
months to terminate hislher relationship with the Company or to accept employment or affiliation with any fm or entity of which I am an employee, 
owner, partner or consultant. 

DISCLOSURE AND ASSIGNMENT OF INVENTIONS AND WORKS 

9. I will promptly disclose to the Company in writing, all Inventions and Works which are conceived, made, discovered, written or created by me alone or 
jointly with someone else on the Company’s time or on my own time, while I am employed by the Company. 

10. All Works created by me, alone or with others, shall be deemed “works made for hire” under the copyright laws and shall be owned by the Company. 

11. I hereby assign to the Company all of my rights in all Inventions, and in all Works to the extent such Works may not, by operation of law, be works made 
for hire. 

12. I will, without further compensation, give the Company all assistance it reasonably requires (whether during my employment or after my employment) to 
perfect, protect, and use its rights to Inventions and Works. In particular, I will sign all documents, do all things, and supply all information that the 
Company considers necessary or desirable to transfer or record the transfer of my entire right, title and interest in Inventions and Works; and to enable the 
Company to obtain patent, copyright, or other legal protection for Inventions and Works. Any out-of-pocket expenses will be paid by the Company. 

13. An invention for which none of the Company’s equipment, supplies, facilities, or Confidential Information was used and which was developed entirely on 
my own time is exempted from this Agreement so long as it: (1) does not relate in any way to the Company’s business, or to the Company’s actual or 
demonstrably anticipated research and development; and (b) does not result in any way from my work for the Company. 

14. Also excluded from this Agreement are the following Inventions and Works which I own or control and which were conceived, made, written, or created 
by me prior to my employment with the Company. 

(Attach additional sheets if necessary) 

Other than these, I do not claim to own or control rights in any inventions or works subject to copyright and will not assert any such rights against the 
Company. 
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IRREPARABLE HARM 

15. Irreparable harm would result from any breach by me of the provisions of this Agreement, and monetary damages alone would not provide adequate relief 
for any such breach. Accordingly, if I breach or threaten to breach this Agreement, injunctive relief in favor of the Company is proper, without the 
necessity of the Company posting a bond. Moreover, any award of injunctive relief shall not preclude the Company from seeking or recovering any lawful 
compensatory damages which may have resulted from a breach of this Agreement, including a forfeiture of any payments not yet made to me and a return 
of any payments already received by me. 

16. If a provision of this Agreement is held invalid by a court of competent jurisdiction, the remaining provisions will nonetheless be enforceable according to 
their terms. Further, if any provision is held to be over broad as written, a court may modify that provision to the extent necessary to make the provision 
enforceable according to applicable law and enforce the provision as modified. 

GOVERNING LAW 

17. This Agreement shall be construed, interpreted and enforced in accordance with the internal laws of the State of Delaware. 

BURDEN AND BENEFIT 

18. The Company may assign its rights under this Agreement to any successor in interest, whether by merger, consolidation, sale of assets, or otherwise. This 
Agreement shall be binding whether it is between me and the Company or between me and any successor or assign of the Company. 

NO EFFECT ON TERM OF EMPLOYMENT 

19. Nothing in this Agreement prevents or limits my right to terminate my employment at any time for any reason, and nothing in this Agreement prevents or 
limits the Company from terminating my employment at any time for any reason. I understand and agree that there exist no promises or guarantees of 
permanent employment or employment for any specified term by the Company. 

ENTIRE AGREEMENT 

20. I understand that this Agreement contains the entire agreement and understanding between the Company and me with respect to the provisions contained 
in this Agreement, and that no representations, promises, agreements, or understandings, written or oral, related thereto which are not contained in this 
Agreement will be given any force or effect. No change or modification of this Agreement will be valid or binding unless it is in writing and signed by the 
party against whom the change or modification is sought to be enforced. I further understand that even if the Company waives or fails to enforce any 
provision of this Agreement in one instance, that will not constitute a waiver of any other provisions of this Agreement at this time, or a waiver of that 
provision at any other time. 
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ACKNOWLEDGEMENT 

, 21. I hereby acknowledge and represent that I have fully read and understand this Agreement and that I consider all of the terms of my covenants and 
agreements set forth in this Agreement to be fair and reasonable and to be necessary to protect the Company’s ongoing interests. 

~ COMPANY EMPLOYEE 

Signature of Employee 

Title 

Date 

Date 

Address - Street 

Address - City, State, Zip Code 
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Amend& 4 

ETHICS PLEDGE 

[Attached] 
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Exhibit 10.8 

EMPLOYMENT AGREEMENT 

THIS EMPLOYMENT AGREEMENT (the “Agreement”) is made and entered into effective as of April 2,2004 (the “Effective Date”), by and between 
WorldCom, Inc., a Georgia corporation (the “Company”), and Anastasia Kelly (the “Executive”). In consideration of the mutual covenants set forth herein, the 
Company and the Executive hereby agree as follows: 

1. Position: Duties. 

(a) During the Period of Agreement (as defined in Section 2), the Executive shall be employed as the Executive Vice President and General Counsel of the 
Company. The Executive shall report directly to President and Chief Executive Officer. The Executive shall have the duties, responsibilities, powers, and 
authority customarily associated with the position of Executive Vice President and General Counsel and shall perform such other and unrelated services and 
duties as may be assigned to the Executive from time to time by the President and Chief Executive Officer consistent with the Executive’s position as Executive 
Vice President and General Counsel. 

(b) The Executive shall diligently, competently, and faithfully perform all duties, and shall devote the Executive’s entire business time, energy, attention, and 
skill to the performance of duties for the Company and its subsidiaries and affiliates and will use the Executive’s best efforts to promote the interests of the 
Company. I t  shall not be considered a violation of the foregoing for the Executive to serve on industry, civic, religious or charitable boards or committees, so 
long as such activities do not individually or in the aggregate significantly interfere with the performance of the Executive’s responsibilities as an employee of 
the Company in accordance with this Agreement. 

2. m. The initial term of this Agreement shall commence on the Effective Date and continue through December 31,2006, unless terminated prior to such date 
as provided at Section 8 hereof (the “Period of Agreement”). The Period of Agreement may be extended upon the written agreement of the parties as approved by 
the Board of Directors of the Company (the “Board”). Upon the expiration of the Period of Agreement, except as provided herein, this Agreement shall 
terminate, and any continuation of the Executive’s employment with the Company thereafter shall be “at-will.” 

3. Base S alarv. The Executive’s annual base salary (the “Base Salary”) shall be $650,000, which amount shall not be decreased except upon mutual consent or 
due to a decrease generally applicable to all senior executives of the Company. The Board or, if so delegated by the Board, the Compensation Committee shall 
review the Base Salary annually, but shall not have any obligation to increase such amount. No increase in the Executive’s Base Salary may be implemented 
prior to review and approval by the Board or, if so delegated by the Board, the Compensation Committee. Any increase in Base Salary shall constitute the 
Executive’s “Base Salary” thereafter under this Agreement. The Base Salary shall be payable in substantially equal installments in accordance with the 
Company’s payroll policy in effect from time to time and shall be subject to any payroll or other deductions as may be required to be made pursuant to law, 
government or court order or by agreement with, or consent of, the Executive. 

4. w. The Executive shall be eligible to receive a bonus equal to 75% of the Executive’s Base Salary for performance at target levels based upon 
performance standards, with smaller or greater bonus opportunities for performance below or above target levels, all as determined by the Board. 

5. Benefits and Perauisites. The Executive shall be entitled to participate in such life insurance, disability, medical, dental, pension, profit sharing and retirement 
plans and other programs as may be made generally available from time to time by the Company for the benefit of executives at the Executive’s level and its 
employees generally. The Company shall provide the Executive with such perquisites as are provided from time to time by the Company to its executives 
generally. The Executive shall be entitled to receive such other compensation, benefits and perquisites as set forth on ADDendix 1 to this Agreement. 

~ 
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6. Exoenses. The Company shall reimburse the Executive for all reasonable expenses reasonably incurred by the Executive in performing services hereunder, 
which are incurred and accounted for in accordance with the Company’s policies and procedures applicable thereto. 

7. habilitv Insur ance: Indemnification. The Company shall maintain officers’ liability insurance coverage for Executive in reasonable amounts during the Period 
of Agreement and, for any act or omission occuning during the Period of Agreement, at all times thereafter for the duration of any period of limitations during 
which any action may be brought against the Executive, in the same amount and to the same extent as the Company covers members of the Board. The Executive 
shall be indemnified and held harmless to the fullest extent permitted under the Company’s Articles of Incorporation, Bylaws, and applicable law, including the 
U.S. Bankruptcy Code (1 1 U.S.C. 5 101 et seq.), from any and all claims, lawsuits, losses, damages, assessments, amounts paid in settlement, penalties, 
expenses, costs and liabilities of any kind or nature, including without limitation, court costs and reasonable attorneys’ fees, which the Executive may sustain 
directly as a result of, or in connection with, any act or omission by the Company or its employees or any claim, suit or other proceeding brought or threatened by 
a third party (including but not limited to governmental or regulatory agencies or bodies) in connection with the Executive’s employment with the Company or 
any subsidiary or affiliate thereof. 

8. Termination of Emdovment. 

(a) Death or Disability. The Period of Agreement shall terminate automatically upon the Executive’s death. If the Company determines in good faith that the 
Disability of the Executive has occurred (pursuant to the definition of “Disability” set forth below), it may give to the Executive written notice of its intention to 
terminate the Executive’s employment. In such event, the Period of Agreement and the Executive’s employment with the Company shall terminate effective on 
the thirtieth (30th) day after receipt by the Executive of such notice given at any time after the date of the Executive’s Disability, while such Disability is 
continuing (“Disability Effective Date”); provided that, within the thirty (30) days after such receipt, the Executive shall not have returned to full-time 
performance of the Executive’s duties. For purposes of this Agreement, “Disability” means the completion of a period of the Executive’s physical or mental 
incapacity which continues for not less than six (6) consecutive months or six (6) months in any twelve (12)-month period, as determined by a doctor mutually 
agreeable to the Executive and the Board. Until the Disability Effective Date, the Executive shall be entitled to all compensation provided for under this 
Agreement. It is understood that nothing in this Section 8(a) shall serve to limit the Company’s obligations under Section 9(c) hereof. 

(b) By the Companyfor Cause. The Company may terminate the Executive’s employment and the Period of Agreement immediately for “Cause.” For purposes 
of this Agreement, “Cause” means (i) the commission of (x) a felony or (y) a misdemeanor (excluding a petty misdemeanor) involving dishonesty, fraud, 
financial impropriety, or moral turpitude; (ii) any knowing or deliberate violation of a requirement of the Sarbanes-Oxley Act of 2002 or other material provision 
of the federal securities laws: (iii) willful neglect or willful misconduct in the discharge of the Executive’s duties (after receiving written notice from the Board 
specifying the manner in which the Executive is alleged to have willfully failed properly to discharge the Executive’s duties and after having had the opportunity 
to cure such failure within thirty (30) days from receipt of such notice), (iv) any willful conduct that could reasonably be anticipated to result in or materially 
contribute to (whether by act or by omission to act) a violation by the Company of the Permanent Injunction dated November 26,2002 (the “Permanent 
Injunction”) or other orders binding on the Company issued by the Honorable Jed S .  Rakoff of the U.S. District Court of the Southern District of New York (the 
“Court”), or (v) material breach by the Executive of this Agreement, including any of the covenants contained herein. In the event that the Company asserts that 
grounds exist for termination with Cause, prior to such termination, it shall so notify the Executive and within fifteen (15) days shall afford the Executive a 
hearing before the Board regarding any disputed facts. The Board shall make a final determination regarding the existence of “Cause” upon completion of any 
such hearing, provided, however, that any determination that “Cause” exists shall require an affirmative vote of two-thirds (2/3) of the non-employee directors 
of the Company. If any such determination remains pending after such fifteen (15)-day period, the Company shall be entitled to suspend the Executive’s duties 
(with full pay) pending determination of the existence of “Cause”; provided that such period of suspension shall not exceed thirty (30) days. The Executive’s 
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acts or omissions shall not be “willful” if conducted in good faith and with a reasonable belief that such conduct was in the best interests of the Company. 

(c) By Executive for Good Reason. The Executive may terminate Executive’s employment and the Period of Agreement for Good Reason upon at least thirty (30) 
days’ prior written notice from the Executive to the President and Chief Executive Officer of the Company. For purposes of this Agreement, “Good Reason” 
means, without the Executive’s prior written consent, the occurrence of (i) a demotion or removal of the Executive from any of the Executive’s positions, (ii) a 
material adverse change by the Company in the Executive’s duties or responsibilities, (iii) a decrease in the Executive’s Base Salary or the Company’s failure to 
provide an opportunity to earn performance bonuses and other compensation as provided in Sections 4 and 5, above, and Section 10, below, or (iv) any other 
material breach of this Agreement by the Company which is not cured within thirty (30) days’ prior written notice by the Executive to the Company specifying 
such breach. “Good Reason” does not include (A) any failure to extend the term of this Agreement at the conclusion of the Period of Agreement, (B) the failure 
of the Company to grant any annual equity award if established performance standards are satisfied, provided equivalent compensation is provided, (C) 
implementation of any changes in corporate governance required as part of the SEC settlement or any other actions by the Company to comply with the 
Permanent Injunction or any other order binding on the Company issued by the Court or to comply with any provision of law, or (D) any adverse change in 
compensation or benefits applicable to all senior executives which is proportionate to each such executive’s compensation or benefits, as the case may be, 
immediately prior to such change. The Executive shall be required to make any assertion of “Good Reason” within 45 days of the events allegedly giving rise to 
“Good Reason”. 

(d) Other thanfor Cause or Good Reason. The Executive or the Company may terminate the Executive’s employment and the Period of Agreement for any 
reason other than for Good Reason or other than for Cause, respectively, upon fifteen (15) days’ prior written notice to the Company or Executive, as the case 
may be. 

(e) Notice of Termination. Any termination of employment by the Company or by the Executive shall be communicated by a notice of termination to the other 
party hereto given in accordance with Section 19 of this Agreement (the “Notice of Termination”). For purposes of this Agreement, a “Notice of Termination” 
means a written notice which (i) indicates the specific termination provision in this Agreement relied upon, (ii) sets forth in reasonable detail, if necessary, the 
facts and circumstances claimed to provide a basis for termination of the Executive’s employment under the provision so indicated, and (iii) if the Date of 
Termination (as defined below) is other than the date of receipt of such notice, specifies the termination date. The failure by the Executive or the Company to set 
forth in the Notice of Termination any fact or circumstance which contributes to a showing of the basis for termination shall not waive any right of such party 
hereunder or preclude such party from asserting such fact or circumstance in enforcing hidher or its rights hereunder. 

(9 Date of Termination. “Date of Termination” means the date specified in the Notice of Termination; provided, however, that if the Executive’s employment is 
terminated by reason of death or Disability, the Date of Termination shall be the date of death of the Executive or the Disability Effective Date, as the case may 
be. 

9. a. The following provisions describe the obligations of the Company to the Executive upon termination of the 
Executive’s employment during the Period of Agreement. However, except as explicitly provided in this Agreement, nothing in this Agreement shall limit or 
otherwise adversely affect any rights which the Executive may have under applicable law, under any other written agreement with the Company, or under any 
compensation or benefit plan, program, policy or practice of the Company. 

(a) Termination not for Cause orfor Good Reason. If the Executive’s employment is terminated during the Period of Agreement by Company not for Cause (and 
other than due to death or Disability) or by the Executive for Good Reason, the Executive shall, in lieu of any other severance benefits under the Company’s 
severance plans, be entitled to the following: 

(i) continuation of the Executive’s then-current Base Salary and then-current target bonus for a period of two (2) years after the Date of Termination (the 
“Salary Continuation Period”), the Base Salary 
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component to be payable as set forth in Section 3, above, and the target bonus component to be payable in monthly installments equal to one-twelfth (1112) 
of the Executive’s then-current annuaI target bonus opportunity set forth in Section 4, above; provided that the sum of such payments shall not exceed the 
maximum amount permitted under the Company’s Articles of Incorporation; 

(ii) continued health coverage for the Executive and the Executive’s eligible dependents at active employee rates for the Salary Continuation Period, with 
COBRA continuation to begin at the end of such period; 

(iii) payment of all accrued but not yet paid Base Salary, accrued vacation, any earned and unpaid bonus for the previous year or other performance period, 
unreimbursed business expenses (in accordance with Company policy and procedures), and any accrued unpaid benefits under the Company’s group 
benefit plans, payable through the Date of Termination (collectively, “Accrued Obligations”); and 

(iv) a bonus (based upon actual performance) for the year (or other performance period) in which the Executive’s termination occurs, prorated based on the 
number of days elapsed during said year (or other performance period) through the Date of Termination, payable at the time bonuses are paid to senior 
executives generally. 

The Executive shall be entitled to the amounts and benefits under this Section 9(a) (other than A c ~ ~ e d  Obligations) only upon the Executive’s execution 
(without revocation) of a general release of all claim of the Executive that may be brought against the Company occurring through and including the release date 
in the form of Appendix 2 hereto (with such changes therein as may be necessary to make it valid and encompassing under applicable law). 

(b) Termination for Cause, for  other than Good Reason or at the Expiration of the Period of Agreement. If the Executive’s employment is terminated during the 
Period of Agreement by the Company for Cause or by the Executive not for Good Reason, or if the Executive’s employment is terminated by either party for any 
reason at the expiration of the Period of Agreement, the Executive will receive the Executive’s Accrued Obligations through the Date of Termination (except to 
the extent subject to disgorgement under any applicable legal requirement). The Company shall be entitled to offset the amount due from the Executive of any 
repayments of compensation awarded hereunder against any amounts due to the Executive, without waiving or limiting the Company’s rights to recover any 
excess amount due to it. 

(c) Termination Due to Death or Disability. In the event of the Executive’s death or termination of employment due to Disability during the Period of 
Agreement, the Executive’s estate or the Executive, as the case may be, shall be entitled to receive the following: 

(i) a bonus (based upon actual performance) for the year (or other performance period) in which the Executive’s termination occurs, prorated based on the 
number of days elapsed during said year (or other performance period) through the Date of Termination, payable at the time bonuses are paid to senior 
executives generally; 

(ii) payment of the Executive’s Accrued Obligations; and 

(iii) continued health coverage for the Executive and/or the Executive’s eligible dependents, as applicable, at active employee rates for eighteen (18) 
months following the Date of Termination, which will run concurrently with COBRA. 

10. Eauitv Awards. For each full calendar year during the Period of Agreement, the Executive shall be eligible at the targeted performance levels to receive an 
annual equity award commensurate with the Executive’s position as determined by the Board in its discretion. 
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11. Treatment of Eauitv Awards on TerminatioR. Upon the termination of Executive’s employment, either during, at the expiration of, or after the Period of 
Agreement, the vesting of any unvested equity awards granted during the Period of Agreement shall be determined as follows: 

(a) In the event of termination of the Executive’s employment (i) by the Company not for Cause (and other than due to the Executive’s death or Disability), or (ii) 
by the Executive for Good Reason, the Executive shall be deemed to be an active employee of the Company for two (2) years following the Date of Termination 
for purposes of determining the vesting of each such equity award. 

(b) In the event of termination of the Executive’s employment (i) by the Executive not for Good Reason or (ii) by the Company for Cause, any such equity 
awards that are unvested shall be forfeited. 

(c) In the event of the Executive’s death or termination due to Disability, any such equity awards that are unvested shall immediately fully vest. 

12. plon-ComDetition. 

(a) In the event that the Executive’s employment is terminated for any reason during the Period of Agreement, but not at or after the expiration of the Period of 
Agreement, for a period of one (1) year after the Date of Termination, the Executive shall not become an employee, consultant, advisor, director or assume any 
other position or relationship with the following companies or their subsidiaries and affiliates: AT&T Corporation, SBC Communications, Inc., Sprint 
Corporation, Qwest, or Verizon Communications. 

(b) The Executive agrees to, and shall, execute the Company’s Non-Disclosure, Intellectual Property Assignment and Non-Solicitation Agreement, attached 
hereto as ADuend ix 3. The terms of the Non-Disclosure, Intellectual Property Assignment and Non-Solicitation Agreement are incorporated herein by this 
reference and shall survive any termination of the employment relationship created hereunder or the termination of the Period of Agreement. 

(c) The Executive acknowledges that the Company has no adequate remedy at law and will be irreparably harmed if the Executive breaches or threatens to breach 
the provisions of this Section 12, and, therefore, agrees that the Company shall be entitled to injunctive relief to prevent any breach or threatened breach of this 
Section and that the Company shall be entitled to specific performance of the terms of this Section in addition to any other legal or equitable remedy it may have. 
Nothing in this Agreement shall be construed as prohibiting the Company from pursuing any other remedies at law or in equity that it may have or any other 
rights that it may have under any other agreement. 

13. Change in Control. 

(a) Definition of “Change in Control.” The definition of Change in Control shall occur upon the occurrence of any one of the following events during the Period 
of Agreement: 

(i) the sale, lease or transfer, in one or a series of related transactions, of all or substantially all of the assets of the Company and its Restricted Subsidiaries 
(as defined in the indentures pursuant to which senior notes of the Company are to be issued to certain of the Company’s creditors in accordance with the 
Company’s Modified Second Amended Joint Plan of Reorganization under chapter 11 of title 11 of the United States Code, as confirmed on October 3 1, 
2003 by the United States Bankruptcy Court for the Southern District of New York) taken as a whole to any other “person” or “group,” as that term is used 
in Section 13(d)(3) of the Securities Exchange Act of 1934, as amended (the “Exchange Act”), (other than the Company or any of its Restricted 
Subsidiaries), other than a creation of a holding company that does not involve a change in the beneficial ownership of the Company as a result of the 
transaction and other than a creation of a holding company that does not involve a change in the beneficial ownership of the Company as a result of the 
transaction; 
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(ii) the adoption of a plan relating to the liquidation or dissolution of the Company; 

(iii) any “person” or “group” (as such terms are used in Sections 13(d) and 1qd)  of the Exchange Act) is or becomes the “beneficial owner” (as defined in 
rules 13d-3 and 13d-5 under the Exchange Act (except that a person shall be deemed to have beneficial ownership of all shares that such Person has a 
right to acquire, whether such right is exercisable immediately or after 60 days), directly or indirectly of more than 50% of the voting power of the voting 
stock of the Company by way of purchase, merger or consolidation or otherwise; 

(iv) the merger or consolidation with or into another Person or merger of another Person into the Company with the effect that immediately after that 
transaction the existing stockholders of the Company immediately before the transaction hold, directly or indirectly, less than 50% of the total voting power 
of all securities generally entitled to vote in the election of directors, managers or trustees of the Person surviving the merger or consolidation; or 

(v) the first day on which a majority of the members of the Company’s Board of Directors are not Continuing Directors. For purposes of the preceding 
clause (e), “Continuing Directors” means, as of any date of determination, any member of the Company’s Board of Directors who: (i) was a member of 
the Company’s Board of Directors on the Effective Date; or (ii) was nominated for election or elected to the Company’s Board of Directors with the 
affirmative vote of, or whose election or appointment was otherwise approved or ratified (whether before or after nomination or election) by, at least a 
majority of the Continuing Directors who were members of the Company’s Board of Directors at the time of the nomination, election or approval, as 
applicable. 

(b) Upon a Change in Control described in Section 13(a)(i), above, all equity awards granted to the Executive shall immediately fully vest and any restrictions on 
disposition of vested stock or the payment of any deferred stock units shall lapse. 

(c) Impact of Termination by Company or the Executive During Protection Period. If the Executive’s employment is terminated by the Company not for Cause 
(and other than due to death or Disability) or by the Executive for Good Reason within the two (2)-year period immediately following a Change in Control of the 
Company (regardless of whether the Period of Agreement would have otherwise expired without the occurrence of a Change in Control) or in the event the 
Executive’s employment is terminated within six (6) months prior to and in anticipation of a Change in Control or is demonstrated to be at the request of a third 
party that had taken steps reasonably calculated to effect a Change in Control, the Executive shall, in lieu of any other severance benefits and in lieu of benefits 
provided under Section 9(a), be entitled to the following: 

(i) a lump sum payment, to be made within thirty (30) days of the Date of Termination, equal to two (2) times the sum of the Executive’s then-current Base 
Salary and then-current target bonus; 

(ii) continued health coverage for the Executive and the Executive’s eligible dependents at active employee rates for two (2) years, with COBRA 
continuation to begin at the end of such period; 

(iii) payment of all Accrued Obligations; 

(iv) a bonus (based upon actual performance) for the year (or other performance period) in which the Executive’s termination occurs, prorated based on the 
number of days elapsed during said year (or other performance period) through the Date of Termination, payable at the time bonuses are paid to senior 
executives generally; 

(v) all unvested equity awards shall immediately vest and a n y  restrictions on disposition of vested stock or on the payment of any deferred stock units shall 
lapse; 

(vi) any deferred compensation shall become payable; 

(vii) any amounts “earned” under other incentive plans that have not vested will vest and become payable as follows: (A) if based upon objective factors 
that can reasonably be determined, payment shall be 
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I 
based upon actual performance for such period or, if actual performance cannot be determined, pro-rated based on the relevant period of service, and (B) if 
any other factors or performance measures cannot reasonably be determined, payment shall be at target, pro-rated based on the relevant period of service; 
and 

(viii) the Executive shall receive two (2) years of service and age credit for vesting and eligibility (but not accrual) purposes under Company retirement or 
welfare program and other benefit programs, payable outside plans to the extent that the Executive is not eligible for such payment under the terms of such 
plans, and two (2) years of welfare program coverage at active employee rates. 

The Executive shall be entitled to the amounts and benefits under this Section 13(c) (other than Accrued Obligations) only upon the Executive’s execution 
(without revocation) of a general release of all claims of the Executive that may be brought against the Company occurring through and including the release date 
in the form of Appendix 2 hereto (with such changes therein as may be necessary to make it valid and encompassing under applicable law). 

(d) Parachute Gross-Up. In the event that the aggregate of all payments or benefits made or provided to, or that may be made or provided to, the Executive 
under this Agreement and under all other plans, program and arrangements of the Company (the “Aggregate Payment”) is determined to constitute an “excess 
parachute payment,” as such term is defined in Section 280G(b) of the Internal Revenue Code, the Company shall pay to the Executive prior to the time any 
excise tax imposed by Section 4999 of the Internal Revenue Code (“Excise Tax”) i s  payable with respect to such Aggregate Payment, an additional amount 
which, after the imposition of all income and excise taxes thereon, is equal to the Excise Tax on the Aggregate Payment. The determination of whether the 
Aggregate Payment constitutes an excess parachute payment and, if so, the amount to be provided to the Executive and the time of payment pursuant to this 
Section 13(d) shall be made by an independent auditor (the “Auditor”) selected jointly by the Company and the Executive and paid by the Company. The Auditor 
shall be a nationally recognized United States public accounting firm which has not, during the two (2) years preceding the date of its selection, acted in any way 
on behalf of the Company or any affiliate thereof. If the Executive and the Company cannot agree on the firm to serve as the Auditor, then the Executive and the 
Company shall each select one accounting fm and those two firms shall jointly select the accounting firm to serve as the Auditor. Notwithstanding the 
foregoing, in the event that the amount of the Executive’s Excise Tax liability is subsequently determined to be greater than the Excise Tax liability with respect 
to which any initial payment to the Executive under this Section 13(d) has been made, the Company shall pay to the Executive an additional amount (grossed up 
for all taxes) with respect to such additional Excise Tax (and any interest and penalties thereon) at the time and in the amount reasonably determined by the 
Auditor. Similarly, if the amount of the Executive’s Excise Tax liability is subsequently determined to be less than the Excise Tax liability with respect to which 
any prior payment to the Executive has been made under this Section 13(d), the Executive shall refund to the Company the excess amount received, after 
reduction for any nonrefundable tax, penalties and/or interest incurred by the Executive in connection with the receipt of such excess, and such refund shall be 
paid promptly after the Executive has received any corresponding refund of excess Excise Tax paid to the Internal Revenue Service. The Executive and the 
Company shall cooperate with each other in connection with any proceeding or claim relating to the existence or amount of liability for Excise Tax, and all 
expenses incurred by the Executive in connection therewith shall be paid by the Company promptly upon notice of demand from the Executive. 

14. Disoute Resolut ion. In the event of any dispute between the Company and the Executive, whether arising out of or relating to this Agreement, the breach of 
this Agreement, or otherwise, including without limitation if the Executive shall assert the existence of Good Reason or any other breach of this Agreement and 
the Company shall disagree as to the existence of Good Reason or any other asserted breach, the Executive and the Company hereby agree that such dispute shall 
be resolved by binding arbitration administered by the American Arbitration Association (“AAA) in accordance with its Commercial Arbitration Rules then in 
effect, and judgment on the award rendered by the arbitrator may be entered in any court having jurisdiction thereof. Any arbitration shall be held before a single 
arbitrator who shall be selected by the mutual agreement of the Company and the Executive, unless the parties are unable to agree to an arbitrator, in which case, 
the arbitrator will be selected under the 
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procedures of the AAA. The arbitrator shall have the authority to award any remedy or relief that a court of competent jurisdiction could order or grant, 
including, without limitation, the issuance of an injunction, and the parties hereby agree to the emergency procedures of the AAA. However, either party may, 
without inconsistency with this arbitration provision, apply to any court havingjurisdiction over such dispute or controversy and seek interim provisional, 
injunctive or other equitable relief until the arbitration award is rendered or the controversy is otherwise resolved. Except as necessary in court proceedings to 
enforce this arbitration provision or an award rendered hereunder, or to obtain interim relief, neither a party nor an arbitrator may disclose the existence, content 
or results of any arbitration hereunder without the prior written consent of the Company and the Executive. The arbitration proceeding shall be conducted in the 
Washington, D.C. metropolitan area. In the event of any such proceeding, the losing party shall reimburse the prevailing party upon entry of a final award 
resolving the subject of the dispute for all reasonable legal expenses incurred, unless the arbitrator determines that to do so would be unjust. This Agreement shall 
be governed by the substantive provisions of the laws of the State of Delaware. 

15. -. The parties agree to take reasonable steps (without cost to the Executive) to minimize the Company’s tax obligations with respect to 
annual compensation. 

16. Undertaking. Attached hereto as AoDendix 4 is a letter constituting an ethics pledge signed by the Executive, which shall be an integral part of this 
Agreement. 

17. 
Executive’s management direction employed by, or consultants or agents to, the Company to cooperate fully, with all governmental investigations of the 
Company and all orders entered by the Court. 

18. Withholding. Anything in this Agreement to the contrary notwithstanding, all payments required to be made by the Company hereunder to the Executive 
shall be subject to withholding, at the time payments are actually made to the Executive and received by the Executive, of such amounts relating to taxes as the 
Company may reasonably determine it should withhold pursuant to any applicable law or regulation. In lieu of withholding such amounts, in whole or in part, the 
Company may, in its sole discretion, accept other provision for payment of taxes as required by law, provided that it is satisfied that all requirements of law as to 
its responsibilities to withhold such taxes have been satisfied. 

19. Notices. Any and all notices required in COMectiOII with this Agreement shall be deemed adequately given only if in writing and (a) personally delivered, or 
sent by first class, registered or certified mail, postage prepaid, return receipt requested, or by recognized overnight courier, (b) sent by facsimile, provided a hard 
copy is mailed on that date to the party for whom such notices are intended, or (c) sent by other means at least as fast and reliable as first class mail. A written 
notice shall be deemed to have been given to the recipient party on the earlier of (a) the date it shall be delivered to the address required by this Agreement; (b) 
the date delivery shall have been refused at the address required by this Agreement; (c) with respect to notices sent by mail or overnight courier, the date as of 
which the Postal Service or overnight courier, as the case may be, shall have indicated such notice to be undeliverable at the address required by this Agreement; 
or (d) with respect to a facsimile, the date on which the facsimile is sent and receipt of which is confirmed. Any and all notices referred to in this Agreement, or 
which either party desires to give to the other, shall be addressed to the Executive’s residence in the case of the Executive, or to its principal office in the case of 
the Company. 

20. m. A waiver by the Company of a breach of any provision of this Agreement by the Executive shall not operate or be construed as a waiver or 
estoppel of any subsequent breach by the Executive. No waiver shall be valid unless in writing and signed by an authorized officer of the Company. 

21. The headings in this Agreement are inserted for convenience only and are not to be considered a construction of the provisions hereof 

In vestigatiom. The Executive agrees that the Executive will fully cooperate, and will cause and direct the persons under the 
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22. S m .  If any provision of this Agreement shall be found invalid or unenforceable for any reason, in whole or in part, then such provision shall be 
deemed modified, restricted, or reformulated to the extent and in the manner necessary to render the same valid and enforceable, or shall be deemed excised from 
this Agreement, as the case may require, and this Agreement shall be construed and enforced to the maximum extent permitted by law, as if such provision had 
been originally incorporated herein as so modified, restricted, or reformulated or as if such provision had not been originally incorporated herein, as the case may 
be. The parties further agree to seek a lawful substitute for any provision found to be unlawful; provided, that, if the parties are unable to agree upon a lawful 
substitute, the parties desire and request that a court or other authority called upon to decide the enforceability of this Agreement modify those restrictions in this 
Agreement that, once modified, will result in an agreement that is enforceable to the maximum extent permitted by the law in existence at the time of the 
requested enforcement. 

23. Successors. 

(a) This Agreement is personal to the Executive and without the prior written consent of the Company shall not be assignable by the Executive otherwise than by 
will or the laws of descent and distribution. This Agreement shall inure to the benefit of and be enforceable by the Executive’s heirs and legal representatives. 

(b) This Agreement shall inure to the benefit of and be binding upon the Company and its successors and assigns. 

(c) The Company shall require any successor (whether direct or indirect, by purchase, merger, reorganization, consolidation, acquisition of property or stock, 
liquidation, or otherwise) to all or a substantial portion of its assets, by agreement in form and substance reasonably satisfactory to the Executive, expressly to 
assume and agree to perform this Agreement in the same manner and to the same extent that the Company would be required to perform this Agreement if no 
such succession had taken place. Regardless of whether such an agreement is executed, this Agreement shall be binding upon any successor of the Company in 
accordance with the operation of law, and such successor shall be deemed the “Company” for purposes of this Agreement. 

(d) As used in this Agreement, the term “Company” shall include any successor to the Company’s business and/or assets as aforesaid which assumes and agrees 
to perform this Agreement by operation of law, or otherwise. 

24. Entire Aaeement. This Agreement sets forth the entire and final agreement and understanding of the parties and contains all of the agreements made between 
the parties with respect to the subject matter hereof. This Agreement supersedes any and all other agreements, either oral or in writing, between the parties hereto, 
with respect to the subject matter hereof. No change or modification of this Agreement shall be valid unless in writing and signed by the Company and the 
Executive. 

25. Survival. The obligations of the parties under Sections 7,9, 11, 12,13, 14, 16, 17,22,25 and 27 of this Agreement shall survive the termination of the 
Executive’s employment with the Company during the Period of Agreement and the termination or expiration of the Period of Agreement. 

26. Countemarts. This Agreement may be executed in several counterparts, each of which shall be considered an original, but which when taken together, shall 
constitute one agreement. 

27. Conflict. In the case of conflict between the terms of this Agreement (the “Agreement Terms”) and the provisions of any plan, policy, or practice of the 
Company as in effect from time to time (the “Standard Provisions”), the Executive’s rights or the Company’s obligations shall be established by whichever of the 
Agreement Terms or Standard Provisions would be more beneficial to the Executive. 

[Signature Page Follows] 
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IN WITNESS WHEREOF, the parties have set their signatures as of the date first written above. 

COMPANY: 

WorldCom, Inc., 
a Georgia corporation 

By: 

Its: 

10 

EXECUTIVE: 



Aowndix 1 

OTHER COMPENSATION 

1. Bonus. A bonus equal to 75 percent of Base Salary will be guaranteed pro rata (taking the number of days worked out of a year of 365 days) for the period 
between July 30,2003 and December 31,2003, and such bonus shall be paid in the first quarter of 2004 (but no later than the date that senior executive 
bonuses are paid generally). 

2. Signing Bonus. The Executive received a signing bonus of $300,000, paid on August 22,2003. The signing bonus shall be subject to proportionate 
clawback (based on the number of full calendar months of elapsed service divided by [41] calendar months) in the event the Executive does not complete 
the initial term of employment for any reason other than termination of the Executive by the Company without Cause, by the Executive for Good Reason, 
or by death or disability; provided, however, that the full signing bonus shall be repaid within ten days in the event of the Executive’s termination by the 
Company for Cause. 

3. Restricted Stock. Upon the Company’s emergence from bankruptcy, the Executive will be entitled to receive an initial equity award of restricted stock 
valued at $1.625 million at the date of emergence. The value of the restricted stock will be determined by Lazard LLC, financial advisor to the Company 
(or if Lazard LLC shall not at that time continue to be the Company’s financial advisor such other f m  as shall be mutually acceptable to the Company and 
the Executive) (the” Financial Advisor”) and, absent manifest error, the Financial Advisor’s determination of the value of such securities shall be binding 
upon the Company and the Executive. All such restricted shares shall vest ratably over a period of three years from date of issuance. After releasing such 
number of shares as shall be necessary to cover taxes due as a result of vesting, 75 percent of remaining shares shall be restricted as to resale until a date 
that shall be 6 months following the Executive’s termination of employment with the Company. With the prior consent of the Company and the Executive, 
awards may be made in form of restricted deferred stock units rather than restricted stock. 

In the case of conflict between the terms of this Appendix 1 (the “Terms”) and the provisions of the Agreement to which this Appendix 1 is attached (the 
“Provisions”), the Executive’s rights or the Company’s obligations shall be established by whichever of the Terms or Provisions would be more beneficial to the 
Executive. 
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Applicable to California residents. 

eQBendi 2 
GENERAL RELEASE 

WHEREAS, the employment of the undersigned (“Executive”) is being terminated under circumstances making Executive eligible for severance benefits under 
Section [9 or 131 of the Employment Agreement between Executive and WorldCom, Inc., effective as of 
Executive wishes to receive the benefits described in Section [9 or 131 of the Employment Agreement, benefits to which Executive is not entitled unless 
Executive executes a general release and waiver of claims. 

NOW, THEREFORE, in consideration for the benefits described in Section [9 or 131 of the Employment Agreement, Executive hereby releases and discharges 
WorldCom, Inc., and any subsidiaries or affiliates thereof (collectively the “Company”), and their respective directors, officers, employees, benefit plans and 
administrators, successors and assigns from any and all claims, obligations, and liabilities, whether known or unknown, at law or in equity, arising out of 
Executive’s employment with the Company and the termination thereof. This Release is to be broadly construed so as to resolve all pending or potential disputes 
including, but without limiting the generality of the foregoing, any and all claims under the Age Discrimination in Employment Act, as amended by the Older 
Workers Benefit Protection Act of 1990, Title VI1 of the Civil Rights Act of 1964, the Americans with Disabilities Act, the Employee Retirement Income 
Security Act of 1974, the Equal Pay Act, the Family and Medical Leave Act, the discrimination and wage payment laws of the state in which Executive rendered 
services to the Company, and any other statute, regulation, or ordinance, and any and all claims based upon alleged wrongful or retaliatory discharge, negligence, 
intentional infliction of emotional distress, defamation, invasion of privacy, other torts, harassment, employment discrimination or breach of contract (express or 
implied). Notwithstanding the foregoing, Executive does not waive any rights Executive may have to enforce the t e r n  of Section [9 or 131 of the Employment 
Agreement, to benefits available after termination under any Company-sponsored employee benefit plan, to insurance protection and/or indemnification for 
actions taken by the Executive while an employee, officer and/or director of the Company or to make any claims for workers’ compensation. 

[Executive hereby expressly waives the benefit of California Civil Code Section 1542, which is set forth below, as well as any other statutory or common laws of 
like nature concerning the waiver of unknown claims, and specifically agrees that this general release shall extend to claims arising out of transactions occurring 
prior to the date of its signing which the Executive does not know or expect to exist in the Executive’s favor at this time. California Civil Code Section 1542 
provides: 

~ 2004 (the “Employment Agreement”) and 

A general release does not extend to claims which the creditor does not know or suspect to exist in his favor at the time of executing the release, 
which if known by him must have materially affected his settlement with the debtor.] 

Executive acknowledges and agrees that: 

Executive has read and understands this Release in its entirety; 

Executive has been advised in writing to consult with an attorney concerning this Release before signing it. This subparagraph constitutes such 
written advice: 

Executive has twenty-one (21) calendar days after receipt of this Release to consider its terms before signing it; 

Executive has the right to revoke this Release in full within seven (7) calendar days of executing it. Any revocation must be personally delivered to 
the Executive Vice President - Human Resources, or [hidher] designee, or mailed to WorldCom, Inc., [address], and postmarked within seven (7) 
calendar days 
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of the date of execution of this Release. None of the terms and provisions of this Release shall become effective or be enforceable until such 
revocation period has expired 

Nothing contained in this Release waives any claim that may arise after the date of its execution; and 

Executive executes this Release knowingly and voluntarily, without duress or reservation of any kind, and after having given the matter full and 
careful consideration. 

IN WITNESS WHEREOF, the Executive has executed this Release on the date indicated below and agrees to be bound hereby. 

(Signature) 

(print full name) 

(Date) 
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ADoendix 3 

NON-DISCLOSURE, INTELLECTUAL PROPERTY ASSIGNMENT 
AND NON-SOLICITATION AGREEMENT 

In order for MCI and its operating affiliates and subsidiaries (hereinafter collectively referred to as the “Company”) to maintain a competitive edge, the Company 
must protect its confidential information and customer relationships. 

Therefore, as a condition of employment or continued employment with the Company, I agree as follows: 

DEFINITIONS 

1. “Confidential Information” means information (i) disclosed to or known by me as a consequence of my employment with the Company, (ii) not generally 
known to others outside the Company, and (iii) which relates to the Company’s business. Confidential Information includes but is not limited to the 
Company’s trade secrets, equipment, equipment configuration, research, development efforts, methodologies, testing, engineering, manufacturing, 
marketing, sales, finances, operations, processes, formulas, methods, techniques, devices, software programs, projections, strategies and plans, personnel 
information, industry contacts made during my employment, and customer information, including customer needs, contacts, particular projects, and 
pricing. 

2. “Inventions” means any new or useful art, discovery, new contribution, finding or improvement, whether or not patentable, and all know-how related 
thereto, made, developed or conceived by me (i) in the course of my employment, (ii) relating to the actual or anticipated business of the Company, or (iii) 
with the use of the Company’s time, material, information or facilities. 

3. “Works” means any materials for which copyright protection may be obtained, written, made, developed or conceived by me (i) in the course of my 
employment, (ii) relating to the actual or anticipated business of the Company, or (iii) with the use of the Company’s time, material, information or 
facilities. 

NONDISCLOSURE OF CONFIDENTlAL INFORMATION 

4. I will not disclose or use any Confidential Information for the benefit of myself or another, unless directed or authorized in writing by the Company to do 
so, or until such time as the information becomes known to the public through no fault of mine. I will not disclose any Confidential Information to persons 
inside the Company who do not have a legitimate need to know the information. I will not make copies of Confidential Information except as reasonably 
necessary to the performance of my duties for the Company. 

5. I understand that if I possess any proprietary information of another person or company as a result of prior employment or otherwise, the Company expects 
and requires that I will honor any and all legal obligations that I have to that person or company with respect to proprietary information, and I will refrain 
from any unauthorized use or disclosure of such information. 

RETURN OF COMPANY PROPERTY 

6. All documents and other tangible property relating in any way to the business of the Company are the exclusive property of the Company (even if I 
authored or created them). I agree to return all such documents and tangible property to the Company upon termination of employment or at such earlier 
time as the Company may request. 

NON-SOLICITATION OF ACCOUNTS 

7. During my employment with the Company and for one (I) year after termination of employment with the Company for any reason, I shall not directly or 
indirectly, provide products or services that are materially 
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similar to the products or services provided by the Company to any customer of the Company with whom I had direct contact in the course of my 
employment with the Company or about whom I learned Confidential Information as a result of my employment with the Company, nor will I solicit, 
induce, or attempt to induce such customers to: (a) stop doing business with or through the Company, or (b) do business with any other person, firm, 
partnership, corporation or other entity that provides products or services materially similar to those provided by the Company. 

NON-SOLlClTAllON OF EMPLOYEES 

8. During my employment and for one (1) year following termination of my employment with the Company for any reason, I shall not, directly or indirectly, 
assist in the hiring of, or induce or attempt to induce any person who is employed by the Company or was employed by the Company within the prior six 
months to terminate hisfher relationship with the Company or to accept employment or affiliation with any firm or entity of which I am an employee, 
owner, partner or consultant. 

i DISCLOSURE AND ASSIGNMENT OF INVENTTONS AND WORKS 

9. I will promptly disclose to the Company in writing, all Inventions and Works which are conceived, made, discovered, written or created by me alone or 
jointly with someone else on the Company’s time or on my own time, while I am employed by the Company. 

10. All Works created by me, alone or with others, shall be deemed “works made for hire” under the copyright laws and shall be owned by the Company. 

11. I hereby assign to the Company all of my rights in all Inventions, and in all Works to the extent such Works may not, by operation of law, be works made 
for hire. 

12. I will, without further compensation, give the Company all assistance it reasonably requires (whether during my employment or after my employment) to 
perfect, protect, and use its rights to Inventions and Works. In particular, I will sign all documents, do all things, and supply all information that the 
Company considers necessary or desirable to transfer or record the transfer of my entire right, title and interest in Inventions and Works, and to enable the 
Company to obtain patent, copyright, or other legal protection for Inventions and Works. Any out-of-pocket expenses will be paid by the Company. 

13. An invention for which none of the Company’s equipment, supplies, facilities, or Confidential Information was used and which was developed entirely on 
my own time is exempted from this Agreement so long as it: (1) does not relate in any way to the Company’s business, or to the Company’s actual or 
demonstrably anticipated research and development; and (b) does not result in any way from my work for the Company. 

14. Also excluded from this Agreement are the following Inventions and Works which I own or control and which were conceived, made, written, or created 
by me prior to my employment with the Company. 

(Attach additional sheets if necessary) 

Other than these, I do not claim to own or control rights in any inventions or works subject to copyright and will not assert any such rights against the 
Company. 
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IRREPARABLE HARM 

15. Irreparable harm would result from any breach by me of the provisions of this Agreement, and monetary damages alone would not provide adequate relief 
for any such breach. Accordingly, if I breach or threaten to breach this Agreement, injunctive relief in favor of the Company is proper, without the 
necessity of the Company posting a bond. Moreover, any award of injunctive relief shall not preclude the Company from seeking or recovering any lawful 
compensatory damages which may have resulted from a breach of this Agreement, including a forfeiture of any payments not yet made to me and a return 
of any payments already received by me. 

16. If a provision of this Agreement is held invalid by a court of competent jurisdiction, the remaining provisions will nonetheless be enforceable according to 
their terms. Further, if any provision is held to be over broad as written, a court may modify that provision to the extent necessary to make the provision 
enforceable according to applicable law and enforce the provision as modified. 

17. This Agreement shall be construed, interpreted and enforced in accordance with the internal laws of the State of Delaware. 

BURDEN AND BENEFIT 

18. The Company may assign its rights under this Agreement to any successor in interest, whether by merger, consolidation, sale of assets, or otherwise. This 
Agreement shall be binding whether it is between me and the Company or between me and any successor or assign of the Company. 

NO EFFECT ON TERM OF EMPLOYMENT 

19. Nothing in this Agreement prevents or limits my right to terminate my employment at any time for any reason, and nothing in this Agreement prevents or 
limits the Company from terminating my employment at any time for any reason. I understand and agree that there exist no promises or guarantees of 
permanent employment or employment for any specified term by the Company. 

ENTIRE AGREEMENT 

20. I understand that this Agreement contains the entire agreement and understanding between the Company and me with respect to the provisions contained 
in this Agreement, and that no representations, promises, agreements, or understandings, written or oral, related thereto which are not contained in this 
Agreement will be given any force or effect. No change or modification of this Agreement will be valid or binding unless it is in writing and signed by the 
party against whom the change or modification is sought to be enforced. I further understand that even if the Company waives or fails to enforce any 
provision of this Agreement in one instance, that will not constitute a waiver of any other provisions of this Agreement at this time, or a waiver of that 
provision at any other time. 
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ACKh'O WLEDCEMENT 

21. I hereby acknowledge and represent that I have fully read and understand this Agreement and that I consider all of the terms of my covenants and 
agreements set forth in this Agreement to be fair and reasonable and to be necessary to protect the Company's ongoing interests. 

COMPANY EMPLOYEE 

BY 

Title 

Date 

~~ 

Signature of Employee 

Date 

Address - Street 

Address - City, State, Zip Code 
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Exhibit 10.12 

MCI Corporate Variable Pay Plan 
Effective January 1,2005 

I I. Purpose 

The company believes in pay for contribution. The MCI Corporate Variable Pay Plan (the “plan”) provides variable compensation tied to the achievement of 
Board approved corporate business plans to eligible MCI management staff and selected named individual contributors. It is intended that successful individual 
performance and contribution will relate directly to the company’s attainment of corporate financial, operational and customer satisfaction goals. 

, 11. Plan Period 
I 

There are two performance periods each year. The first Plan Period is January through June; the second Plan Period is July through December. 

111. Eligibility 

All full-time, non-commissioned managerial employees or equivalent technical ladder Individual Contributors are eligible for participation in the plan. 
Participants will be named prior to the beginning of each Plan Period and must remain continuously employed through the date of award payment to receive an 
award. 

Participants who do not work throughout the Plan Period, due to death, disability, leave of absence or retirement will have their award prorated for the period of 
time they worked. Newly hired employees participation will be prorated for the number of months of employment during the Plan Period. 

Employees who participate in the Sales Commission Plan and this plan during the Plan Period will eam an award in each based upon their performance in each 
and prorated for the time of participation in each. Participation and receipt of an award under this plan for a Plan Period does not guarantee continued 
participation in future Plan Periods. 

Participants whose performance does not meet performance standards, or whose behavior is not in keeping with the Guiding Principles or who have been 
terminated for cause may have their award reduced or forfeited at the discretion of executive management. 

IV. Plan Methodology 

The Plan utilizes a balanced scorecard methodology. All participants will establish four Key Results Areas (KRAs) with metrics at the beginning of the Plan 
Period. The KRAs will consist of financial measures or other key performance indicators around customer perspectives, business processes and organizational 
growth and innovation as determined by the CEO to contribute to the achievement of the company business plans. 

The Compensation Committee will approve target incentive compensation award levels for each category of participant at the start of the Plan Period. The target 
award is expressed as a percentage of base salary. 

The Committee will approve the threshold level for any payments under the plan, the performance targets for baseline awards and the performance level at which 
the maximum payout can be eamed at the beginning of each Plan Period. 

At the discretion of the CEO, additional thresholds, targets or payout criteria may be established for each business unit or staff functions 
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V. Funding the Corporate Variable Pay Plan Pools 

For each Plan Period, the company must meet the threshold established by the Compensation Committee to pay out any variable pay awards. Each business unit 
or staff function must also meet the thresholds or targets established by the CEO for payout. 

The award pools will be determined by the sum of all Participants’ base salaries multiplied by the Participant’s target award. This sum or “baseline pool” will 
then be adjusted up or down at the end of the Plan Period based on the financial performance of the company and, if appropriate, a business unit. The maximum 
adjustment is 150% of the baseline pool. 

VI. Determination of Individual Awards 

At the end of the Plan Period, each participant’s target award is formulaically adjusted up or down based on the financial performance of the company or 
business unit such that the sum of these adjusted targets equals the amount of the adjusted baseline pool. 

The participant’s manager will evaluate each of the participant’s KRAs and make adjustments up or down for individual performance. These adjustments will 
range from 0 to 150%. However, increases in one participant’s award must be offset by reductions in others such that the adjusted baseline pool is not exceeded. 
In no event will the result of the pool adjustment or an individual performance adjustment cause any individual‘s award to be more than twice the individual‘s 
target award. 

In the case of a transfer from one business unit to another mid-PlanPeriod, the financial measute used will be prorated for the time spent in each unit during the 

I 
plan period. 

VII. Payout of Awards 

The CEO will approve the award proposals for all participants in the plan. The Compensation Committee will approve aggregate payments under this plan and 
will specifically approve awards to the direct reports of the CEO. The Committee will rely upon the Chief Financial Officer’s certification of corporate and 
business unit financial performance in their administration of the plan. The Executive Vice President, Human Resources will mange payment of these awards, 
resolve any disputes on award calculation or eligibility, perfect any administrative oversight in accord with the terms of the plan and implement resultant 
adjustments in pool size and individual award. 

Awards will be paid out as soon as practical following the approval of the Compensation Committee. Employees on leave of absence status at the time of payout 
may receive their bonus when they return to active employment status. 

VIII. Amendment or Termination of the Plan 

This Plan is not intended to create a term of employment between the employee and the company; and the company may amend, supplement, supersede or 
terminate this Plan at any time at the discretion of executive management with approval of the Committee. 



Exhibit 10.13 

Board of Directors 

Amendments to th e MCI. Inc. 2003 Emolovee Stock Purchase Plan 

WHEREAS, pursuant to Section 9.01 of the MCI, Inc. 2003 Employee Stock Purchase Plan (the “Plan”), the Board of Directors of MCI, Inc. has the power to 
amend the Plan; and 

WHEREAS, the Board of Directors desires to amend the Plan to clarify certain provisions of the Plan; 

NOW THEREFORE BE IT, 

RESOLVED, that the Plan is amended in accordance with the Exhibit A attached hereto, effective as of the date on which all conditions to the effectiveness of 
the Company’s plan of reorganization have been satisfied or waived; and 

FURTHER RESOLVED, that the appropriate officers of the Company be, and each of them hereby is, authorized to execute any amendment, document, 
certificate or other instrument and to do all such acts and things as they or counsel for the Company may deem necessary or advisable to carry out the purposes of 
the foregoing resolutions. 



~ 

I 
Exhibit A 

FIRST AMENDMENT 
TO THE 

MCI, INC. 2003 
EMPLOYEE STOCK PURCHASE PLAN 

Pursuant to the power reserved to it in Section 9.01 of the MCI, Inc. 2003 Employee Stock Purchase Plan (the “Plan”), MCI, Inc. (the “Company”) hereby 
amends the Plan, effective as of the date on which all the conditions to the effectiveness of the Company’s plan of reorganization have been satisfied, as follows: 

1. Section 2.01, “Adoption by Subsidiaries” is hereby amended in its entirety to read as follows: 

The Company’s Board of Directors may authorize the adoption of the Stock Purchase Plan by, or offer of participation in the Stock Purchase Plan to 
employees of, one or more subsidiary corporations of the Company (“Participating Subsidiaries”), including subsidiaries in nations other than the United 
States. 

2. Section 3.01, “Payroll Deductions‘’ is hereby amended in its entirety to read as follows: 

You may accumulate savings to purchase Ordinary Shares of Company stock (‘Shares”) in an Offering by authorizing payroll deductions pursuant to a 
Participation Agreement executed by you prior to the Offering, subject to such minimum and maximum limits (expressed in dollars or as a percentage of 
base salary or base wages) as the most senior human resources officer of the Company (the ‘‘m) may impose. Such savings shall be credited to your 
Account with respect to the Offering to which they relate. Payroll deductions for an Offering shall commence with the first paycheck you receive during 
such Offering and shall end with the last paycheck you receive during such Offering. Paychecks will be treated as having been received when they are sent 
out or otherwise distributed. 

3. Section 4.04, “Individual Limit on Options’’ is hereby amended in its entirety to read as follows: 

In no event shall the fair market value (measured on the applicable date of grant) of Shares subject to options under the Stock Purchase Plan (and shares of 
the Company, any parent or subsidiary company subject to options under any other stock purchase plans qualifying under Section 423 of the US Tax Code) 
during any calendar year exceed $25,000 in the aggregate for any individual. In addition, the HRO may impose a limit on the number of Shares that any 
individual may purchase under the Stock Purchase Plan during any Offering. 

4. Section 7.01, “Committee” is hereby amended in its entirety to read as follows: 

The Stock Purchase Plan shall be administered by the Committee, which shall consist of such members as determined by the Company. The Committee 
shall interpret and apply the provisions of the Stock Purchase Plan in its good faith discretion, and the Committee’s decision is final and binding. The 
Committee may establish rules for the administration of the Stock Purchase Plan. The Committee may offer participation in the Stock Purchase Plan to 
employees of subsidiaries of the Company in nations other than the United States on such terms and conditions as determined by the Committee to be (a) 
necessary to comply with applicable foreign laws or business practices, (b) necessary to avoid unfavorable tax treatment for such participation, or (c) 
otherwise appropriate. The HRO may also make the same types of modifications to the terms and conditions of participation for such employees. Any such 
terms and conditions established by the Committee or the HRO shall be contained in an Appendix to the Stock Purchase Plan. 

* *  * 

Adopted effective the -day of .2004. 

WORLDCOM, INC. as the 
sole stockholder of MCL. Inc. 

Attest: By: 



Exhibit 10.14 

MCI, Inc 
Board of Directors 

hendment  to the MCI. Im. 2003 Emolovee Stock Purchase Plan 

WHEREAS, pursuant to Section 9.01 of the MCI, Inc. 2003 Employee Stock Purchase Plan (the “Plan”), the Board of Directors of MCI, Inc. has the power to 
amend the Plan; and 

WHEREAS, the Board of Directors desires to amend the Plan to clarify certain provisions of the Plan; 

NOW THEREFORE BE IT, 

RESOLVED, that the Plan is amended in accordance with the Exhibit A attached hereto, effective as of June 25,2004; and 

FURTHER RESOLVED, that the appropriate officers of the Company be, and each of them hereby is, authorized to execute any amendment, document, 
certificate or other instrument and to do all such acts and things as they or counsel for the Company may deem necessary or advisable to cany out the purposes of 
the foregoing resolutions; and 

FURTHER RESOLVED, that the appropriate officers of the Company be, and each of them hereby is, authorized to execute any amendments to (1) the 
Registration Statement on Form S-8 previously filed by the Company registering shares on behalf the Plan; and (2) any Plan prospectus. 



Exhibit A 

SECOND AMENDMENT 
TO THE 

MCI, INC. 2003 EMPLOYEE STOCK PURCHASE PLAN 

Pursuant to the power reserved to it in Section 9.01 of the MCI, Inc. 2003 Employee Stock Purchase Plan (the ‘‘Plan”), the Board of Directors of MCI, Inc. 
hereby amends the Plan as follows: 

Section 4.06, “Source of Shares” is hereby amended and restated in its entirety to read as follows: 

Shares offered under the Stock Purchase Plan may be (i) authorized and issued Shares purchased in open market transactions by a Broker pursuant to 
directions from the Committee and at the market price prevailing on the applicable exchange or (ii) treasury Shares. 

* * *  

This amendment is hereby adopted effective this -day of ,2004. 

MCI, INC. 

By: 

Title: 
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MCI, Inc 
Board of Directors 

mendment to the MCI. I nc. 2003 E mdovee Stock Pu rchase Plap 

WHEREAS, pursuant to Section 9.01 of the MCI, Inc. 2003 Employee Stock Purchase Plan (the “Plan”), the Board of Directors of MCI, Inc. has the power to 
amend the Plan; and 

WHEREAS, the Board of Directors desires to amend the Plan to clarify certain provisions of the Plan; 

NOW THEREFORE BE IT, 

RESOLVED, that the Plan is amended in accordance with the Exhibit A attached hereto, effective as of September 10,2004; and 

FURTHER RESOLVED, that the appropriate officers of the Company be, and each of them hereby is, authorized to execute any amendment, document, 
certificate or other instrument and to do all such acts and things as they or counsel for the Company may deem necessary or advisable to carry out the purposes of 
the foregoing resolutions; and 

FURTHER RESOLVED, that the appropriate officers of the Company be, and each of them hereby is, authorized to execute any amendments to (1) the 
Registration Statement on Form S-8 previously filed by the Company registering shares on behalf the Plan; and (2) any Plan prospectus. 



Fxhibit A 

THIRD AMENDMENT 
TO THE 

MCI, INC. 2003 EMPLOYEE STOCK PURCHASE PLAN 

Pursuant to the power reserved to it in Section 9.01 of the MCI, Inc. 2003 Employee Stock Purchase Plan (the “Plan”), the Board of Directors of MCI, Inc. 
hereby amends the Plan as follows: 

Section 4.06, “Source of Shares” is hereby amended and restated in its entirety to read as follows: 

Shares offered under the Stock Purchase Plan may be authorized and newly issued Shares, authorized and previously issued Shares purchased in open 
market transactions by a Broker pursuant to directions from the Committee and at the market price prevailing on the applicable exchange or treasury 
Shares. 

* * *  

This amendment is hereby adopted effective this -day of ,2004. 

MCI, INC. 

By: 

Title: Executive Vice President - 
Human Resources 
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SUBSIDIARIES OF MCI, INC. 
12/31/04 

Advantage Company Limited (Bermuda) 
ANS Communications Europe Ltd. (United Kingdom) 
ANS France (France) 
Atlantic Ocean Cables Limited (50% owned) (Bermuda) 
Avantel, S.A. (Mexico) 
CMIST Pty Limited (Australia) 
Corporacion ABC lnternacional, S. de R.L. de C.V. (Mexico) 
D-Comm Inc. (Delaware) 
Debrant Limited (New Zealand) 
DFRS Frame Relay Services (Pty) Ltd (South Africa) 
Digex (Netherlands) B.V. (Netherlands) 
Digex (UK) Limited (LJnited Kingdom) 
Digex Germany GmbH (Germany) 
Fox Court Nominees Limited (United Kingdom) 
Gemini Submarine Cable System (UK) Limited (United Kingdom) 
Gemini Submarine Cable System Limited (Bermuda) 
Gemini Submarine Cable System, Inc. (Delaware) 
LDB Communications Group Limited (United Kingdom) 
LDB London Gateway Limited (50% owned) (United Kingdom) 
Innet Luxembourg S.A. (Luxembourg) 
Innet N.V. (Belgium) 
Intermedia Communications LLC (Delaware) 
Intermedia Communications of Virginia, Inc. (Virginia) 
International "1, Inc. (Delaware) 
IP Data Networks Limited (Mauritius) 
Intermnet B.V. (45% owned) (Netherlands) 
MCI (CIS) LLC (Russia) 
MCI Asia Pacific Holdings Pte Limited (Singapore) 
MCI Asia Pacific Limited (Hong Kong) 
MCI Capital Gmbh (Germany) 
MCI Columbia S.A. (Colombia) 
MCI Communications Corporation (Delaware) 
MCI de Venezuela, S.A. (Venezuela) 
MCI Deutschland GmbH (Germany) 
MCI European Holdings Limited (United Kingdom) 
MCI Finance Limited (United Kingdom) 
MCI France (France) 
MCI Holding do Brasil Ltda. (Brazil) 
MCI Holding France (France) 
MCI Holding GmbH (Austria) 
MCI International (Argentina) S.A. (Argentina) 
MCI International (Chile) S.A. (Chile) 
MCI International (Ireland) Limited (Ireland) 
MCI International (Italy) S.R.L. (Italy) 
MCI International (Japan) Co., Ltd. (Japan) 
MCI International (Portugal) Telecommunicacoes, Lda (Portugal) 
MCI International Guatemala S.A. (Guatemala) 



SUBSIDIARIES OF MCI, INC. 
1W3U04 

MCI International Panama, S.A. (Panama) 
MCI International Peru SRL (Peru) 
MCI International Telecommunications Corporation (Delaware) 
MCI International, Inc. (Delaware) 
MCI Italia S.p.A. (Italy) 
MCI Nederlands B.V. (Netherlands) 
MCI Payroll Services, LLC (Delaware) 
MCI Telecommunications (Israel) Limited (Israel) 
MCI Telecommunications (South Africa) (Proprietary) Limited (Sou ... Africa) 
MCI Telecommunications Limited (United Kingdom) 
MCI Telecomunicaoes do Brad  Ltda. (Brazil) 
MCI WorldCom (Ireland) Limited (Ireland) 
MCI WorldCom (Spain), S.A. (Spain) 
MCI WorldCom A.G. (Switzerland) 
MCI WorldCom AS (Norway) 
MCI WorldCom Asia Pacific Limited (Cayman Islands) 
MCI WorldCom Asia Pte. Limited (Singapore) 
MCI WorldCom Australia Pty Limited (Australia) 
MCI WorldCom Communications (Ireland) Limited (Ireland) 
MCI WorldCom Communications Japan Ltd. (Japan) 
MCI WORLDCOM Communications of Virginia (Virginia) 
MCI WORLDCOM Communications, Inc. (Delaware) 
MCI WORLDCOM Financial Management Corporation (Delaware) 
MCI WorldCom Finland Oy (Finland) 
MCI WorldCom Holding B.V. (Netherlands) 
MCI WorldCom India Private Limited (India) 
MCI WorldCom International (Hungary) Telecommunications Ltd. (Hungary) 
MCI WORLDCOM International, Inc. (Delaware) 
MCI WorldCom Japan Limited (Japan) 
MCI WorldCom Korea Limited (Korea) 
MCI WorldCom Limited (United Kingdom) 
MCI WorldCom Malaysia SDN.BHD (Malaysia) 
MCI WORLDCOM Network Services of Virginia, Inc. (Virginia) 
MCI WORLDCOM Network Services, Inc. (Delaware) 
MCI WorldCom Philippines, Inc. (Philippines) 
MCI WorldCom Taiwan Co. Ltd. (Taiwan, ROC) 
MCI WorldCom Telecommunication Services Austria Gesellschaft m.b.H. (Austria) 
MCI WorldCom Telecommunications (Czech Republic), s.r.0. (Czech Republic) 
MCI WorldCom Telecommunications (Hellas) Single-Member Limited Liability Company (Greece) 
MCI Worldphone Limited (United Kingdom) 
MCImetro Access Transmission Services LLC (Delaware) 
MCImetro Access Transmission Services of Massachusetts, Inc. (Delaware) 
MCImetro Access Transmission Services of Virginia, Inc. (Virginia) 
Metropolitan Fiber Systems of New York, Inc. d/b/a MFS Telecom of New York (Delaware) 
MFS CableCo US., Inc. (Delaware) 
MFS Communications of Canada, Inc. (Canada) 
MFS Globenet, Inc. (Delaware) 
Military Communications Center, Inc (Delaware) 
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MK International Limited (UK) (United Kingdom) 
MK International Project Management Pty Limited (Australia) 
MK International Project Management, Inc. (Delaware) 
MK International S.r.1. (Italy) 
MK International SA (France) 
MKI Project Management Private Limited (India) 
Moneyline (Pty) Ltd (South Africa) 
Mtel (UK) Limited (United Kingdom) 
Mtel Chile S.A. (Chile) 
Mtel Latin America, Inc. (Delaware) 
Mtel Uruguay S.A. (Uruguay) 
N.V. WorldCom S.A. (Belgium) 
netwoTktvIC1, Inc. (Delaware) 
Nubal S.A. (Uruguay) 
OzEmail Fax Investments Pty Limited (Australia) 
OzEmail Pty Limited (Australia) 
Pacific Carriage Holdings Limited (10% owned) (Bermuda) 
Power Up Pty Limited (Australia) 
PT MCI WorldCom Indonesia (Indonesia) 
Satalite Data Networks (Ghana) Ltd (Ghana) 
Satalite Data Networks (Pty) Ltd (South Africa) 
Satalite Data Networks Ltd. (60% owned) (Mauritius) 
SE Network Access Pty Limited (Australia) 
SkyTel Corp. (Delaware) 
SkyTel Payroll Services, LLC (Delaware) 
Sociedad Espanola de Servicios de Internet, UUNET, S.L. (Spain) 
Southemnet, Inc. (Georgia) 
Telecom*USA, Inc. (Iowa) 
Telecommunicacines Skytel C.A. (Venezuela) 
Teleconnect company ( b w )  
Teleconnect Long Distance Services & Systems company (Iowa) 
The Public IP Exchange Limited (United Kingdom) 
TRANSCALL AMERICA, INC. (Georgia) 
TTI National, Inc. (Delaware) 
Unipalm Group plc (United Kingdom) 
Unipalm Limited (United Kingdom) 
UUNET ApS (Denmark) 
UUNET Argentina S.R.L. (Argentina) 
UUNET Ausma GmbH (Austria) 
UUNET Botswana (Pty) Ltd. (Botswana) 
UUNET Brad  Ltda (Brazil) 
UUNET Czech, s.r.0. (Czech Republic) 
UUNET Equipment Singapore Pte. Ltd. (Singapore) 
UUNET Finland Oy (Finland) 
UUNET Hellas EPE (Greece) 
UUNET Holdings Australia Pty Ltd. (Australia) 
UUNET Hong Kong Limited (Hong Kong) 
UUNET Hungary Kft (Hungary) 
UUNET International (Chile) Limitada (Chile) 
UUNET International Panama, S.A. (Panama) 
UUNET Ireland Limited (Ireland) 
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12/31/04 

UUNET Israel Internet Service Provider Ltd. (Israel) 
UUNET Italia S.R.L. (Italy) 
UUNET Japan, Inc. (Japan) 
UUNET Kenya Ltd. (Kenya) 
UUNET Mexico, S. de R. L. de C.V. (Mexico) 
UUNET Namibia (Pty) Ltd. (Namibia) 
UUNET Nigeria Limited (Nigeria) 
UUNET Norway AS (Norway) 
UUNET Payroll Services, LLC (Delaware) 
UUNET Peru S.R.L. (Peru) 
UUNET Pipex B.V. (Netherlands) 
UUNET Polska Sp. z 0.0. (Poland) 
UUNET Portugal Sociedade Unipessoal M a  (Portugal) 
UUNET SA Pty Limited (South Africa) 
UUNET Schweiz GmbH (Switzerland) 
UUNET Singapore Pte. Ltd. (Singapore) 
UUNET Sweden AB (Sweden) 
UUNET Tanzania Ltd (Tanzania) 
UUNET Uganda Ltd (Uganda) 
UUNET Venezuela C.A. (Venezuela) 
UUNET Vostok 000 (Russian Federation) 
UUNET Zambia Ltd. (6U% owned) (Zambia) 
Wireless One of Bryan, Texas, Inc. (Delaware) 
Wireless One of North Carolina, LLC (Delaware) 
WorldCom AB (Sweden) 
WorldCom Advanced Networks Limited (United Kingdom) 
WorldCom Brands, Inc. (Delaware) 
WorldCom Broadband Solutions, Inc. (Delaware) 
WorldCom Canada Ltd. (Canada) 
WorldCom Communications India Private Limited (India) 
WorldCom Development S.A. (Belgium) 
WorldCom Egypt LLC (Egypt) 
WorldCom Funding Corporation (Delaware) 
WorldCom Global Networks Limited (Bermuda) 
WorldCom Intermedia Communications Corporation (Delaware) 
WorldCom Intermedia Telecom, Inc. (Delaware) 
WorldCom Intermedia, Inc. (Delaware) 
WorldCom International El Salvador, S.A. de C.V. (El Salvador) 
WorldCom International Internet and Telecommunication Services LLC (Turkey) 
WorldCom International Mobile Services, Inc. (Delaware) 
WorldCom International, Inc. (Delaware) 
WorldCom New Zealand Limited (flWa Voyager NZ Limited) (New Zealand) 
WorldCom Payroll Services, LLC (Delaware) 
WorldCom Purchasing, LLC (Delaware) 
WorldCom Telecommunications A / S  (Denmark) 
WorldCom West Indies Limited (Trinidad & Tobago) 
WorldCom Wireless (UK) Limited (United Kingdom) 
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Consent of IndeDen &nt R-red P ublic Accountine Firm 

I The Board of Directors 
MCI, Inc.: 

We consent to the incorporation by reference in the registration statements (Nos. 333-1 15305,333-1 15307, and 333-1 15308) on Form S-8 of MCI, Inc. and 
subsidiaries of our reports dated March 15,2005, with respect to the consolidated balance sheets of MCI, Inc. and subsidiaries as of December 31,2004 and 2003 
(Successor Company), and the related consolidated statements of operations, shareholders’ equity (deficit) and comprehensive (loss) income, and cash flows for 
the years ended December 31,2004 (Successor Company), 2003 and 2002 (Predecessor Company) (collectively, the Company), management’s assessment of the 
effectiveness of internal control over financial reporting as of December 3 1,2004 and the effectiveness of internal control over financial reporting as of 
December 31,2004, which reports appear in the December 31,2004 annual report on Form 10-K of the Company. 

disclosures as required by Statement of Financial Accounting Standard (“SFAS) No. 128, Earnings Per Share for the years ended December 31,2003 and 2002 
(Predecessor). Our report also contains explanatory paragraphs that describe: the Company’s filing for reorganization under Chapter 11 of the United States 
Bankruptcy Code discussed in Note 5 to the consolidated financial statements and the Company’s adoption of fresh-start reporting pursuant to the American 
Institute of Certified Public Accountants Statement of Position 90-7, Financial Reporting by Entities in Reorganization Under the Bankruptcy Code, as of 
December 31,2003 as further described in Note 4 to the consolidated financial statements. As a result, the consolidated financial statements of the Successor 
Company are presented on a different basis than those of the Predecessor Company and, therefore, are not comparable in all respects. In addition, our report 
indicates that the Company adopted new accounting pronouncements as discussed in Note 2 to the consolidated financial statements as follows: in 2003, SFAS 
No. 143, Accounting for Asset Retirement Obligations; in 2002, SFAS No. 142, Goodwill and Other Intangible Assets and SFAS No. 144, Accounting for the 
Impaiment or  Disposal of Long-Lived Assets. 

Our report dated March 15,2005, on management’s assessment of the effectiveness of internal control over financial reporting and the effectiveness of internal 
control over financial reporting as of December 31,2004, expresses our opinion that the Company did not maintain effective internal control over financial 
reporting as of December 31,2004 because of the effect of a material weakness on the achievement of the objectives of the control criteria and contains an 
explanatory paragraph that states that a material weakness has been identified and included in management’s assessment related to the accounting for income 
taxes due to a lack of personnel with adequate expertise in income tax accounting matters, a lack of documentation, insufficient historical analysis and ineffective 
reconciliation procedures. Because of these deficiencies, there is more than a remote likelihood that a material misstatement in the Company’s annual or interim 
financial statements due to errors in accounting for income taxes could occur and not be prevented or detected by its internal control over financial reporting. 

Id KPMG LLP 

McLean, Virginia 
March 15,2005 

I Our report dated March 15,2005, with respect to the consolidated financial statements discussed above, is qualified due to the omission of earnings per share 
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CONSENT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM 

We consent to the incorporation by reference in the Registration Statements (No. 333-1 15305,333-1 15307 and 333-115308) on Form S-8 of our report relating 
to the financial statements of Embratel Participa$&s S.A. dated March 17,2004 (except with respect to the matters discussed in Note 30 and 31, as to which the 
date is May 21,2004), appearing in the Annual Report on Fonn 10-K of MCI Inc. for the year ended December 31,2004. 

/d  DELOITTE TOUCHE TOHMATSU AUDITORES INDEPENDENTES 

E o  de Janeiro, Brazil 
February 21,2005 
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CERTIFICATION OF CHIEF EXECUTIVE OFFICER 

I, Michael D. Capellas, certify that: 

1. I have reviewed this Annual Report on Form 10-K of MCI, Inc.; 

2. Based on my knowledge, this report does not contain any untrue statement of a material Pact or omit to state a material fact necessary to make the 
statements made, in light of the circumstances under which such statements were made, not misleading with respect to the period covered by this report; 

3. Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all material respects the financial 
condition, results of operations and cash flows of the registrant as of, and for, the periods presented in this report; 

4. The registrant’s other certifying officer and I are responsible for establishing and maintaining disclosure controls and procedures (as defined in Exchange 
Act Rules 13a-IS(e) and lSd-lS(e)) and internal control over financial reporting (as defined in Exchange Act Rules 13a-lS(f) and lSd-lS(f)) for the 
registrant and have: 

(a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our supervision, to ensure 
that material information relating to the registrant, including its consolidated subsidiaries, is made known to us by others within those entities, 
particularly during the period in which this report is being prepared; 

(b) Designed such internal control over financial reporting, or caused such internal control over financial reporting to be designed under our 
supervision, to provide reasonable assurance regarding the reliability of financial reporting and the preparation of financial statements for external 
purposes in accordance with generally accepted accounting principles; 

(c) Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report our conclusions about the effectiveness 
of the disclosure controls and procedures, as of the end of the period covered by this report based on such evaluation; and 

(d) Disclosed in this report any change in the registrant’s internal control over financial reporting that occurred during the registrant’s most recent fiscal 
quarter (the registrant’s fourth fiscal quarter in the case of an annual report) that has materially affected, or is reasonably likely to materially affect, 
the registrant’s internal control over financial reporting; and 



5. The registrant’s other certifying officer and I have disclosed, based on our most recent evaluation of internal control over financial reporting, to the 
registrant’s auditors and the audit committee of the registrant’s board of directors (or persons performing the equivalent functions): 

(a) All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which are reasonably 
likely to adversely affect the registrant’s ability to record, process, summarize and report financial information; and 

(b) Any fraud, whether or not material, that involves management or other employees who have a significant role in the registrant’s internal control over 
financial reporting. 

Date: March 16,2005 

S 

Michael D. Capellas 
Chief Executive Officer 
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CERTIFICATION OF CHIEF FINANCIAL OFFICER 

I, Robert T. Blakely, certify that: 

1. I have reviewed this Annual Report on Form IC-K of MCI, Inc.: 

2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact necessary to make the 
statements made, in light of the circumstances under which such statements were made, not misleading with respect to the period covered by this report; 

3. Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all material respects the financial 
condition, results of operations and cash flows of the registrant as of, and for, the periods presented in this report: 

4. The registrant’s other certifying officer and I are responsible for establishing and maintaining disclosure controls and procedures (as defined in Exchange 
Act Rules 13a-l5(e) and 15d-l5(e)) and internal control over financial reporting (as defined in Exchange Act Rules 13a-l5(f) and 15d-l5(f)) for the 
registrant and have: 

(a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our supervision, to ensure 
that material information relating to the registrant, including its consolidated subsidiaries, is made known to us by others within those entities, 
particularly during the period in which this report is being prepared; 

(b) Designed such internal control over financial reporting, or caused such internal control over financial reporting to be designed under our 
supervision, to provide reasonable assurance regarding the reliability of financial reporting and the preparation of financial statements for external 
purposes in accordance with generally accepted accounting principles; 

(c) Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report our conclusions about the effectiveness 
of the disclosure controls and procedures, as of the end of the period covered by this report based on such evaluation; and 

(d) Disclosed in this report any change in the registrant’s internal control over financial reporting that occurred during the registrant’s most recent fiscal 
quarter (the registrant’s fourth fiscal quarter in the case of an annual report) that has materially affected, or is reasonably likely to materially affect, 
the registrant’s internal control over financial reporting; and 



5. The registrant’s other certifying officer and I have disclosed, based on OUT most recent evaluation of internal control over financial reporting, to the 
registrant’s auditors and the audit committee of the registrant’s board of directors (or persons performing the equivalent functions): 

(a) All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which are reasonably 
likely to adversely affect the registrant’s ability to record, process, summarize and report financial information; and 

(b) Any fraud, whether or not material, that involves management or other employees who have a significant role in the registrant’s internal control over 
financia1 reporting. 

Date: March 16,2005 

Robert T. Blakely 
Chief Financial Officer 
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CERTIFICATION PURSUANT TO 
18 U.S.C. SECTION 1350, AS ADOPTED PURSUANT TO 

SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002 

Each of the undersigned hereby certifies, for the puposes of section 1350 of chapter 63 of title 18 of the United States Code, as adopted pursuant to Section 906 
of the Sarbanes-Oxley Act of 2002, in his capacity as an officer of MCI, Inc. (the "Company"), khat, to his knowledge, the Annual Report on Form 10-K of the 
Company for the period ended December 31,2004 fully complies with the requirements of Section 13(a) of the Securities Exchange Act of 1934 and that the 
information contained in such report fairly presents, in all material respects, the financial condition and results of operation of the Company. This written 
statement is being furnished to the Securities and Exchange Commission as an exhibit to such report. A signed original of this statement has been provided to the 
Company and will be retained by the Company and furnished to the Securities and Exchange Commission or its staff upon request. 

Date: March 16,2005 

an 
Michael D. Capellas 
Chief Executive Officer 

V 

Robert T. Blakely 
Chief Financial Officer 

Created by lOKWizard Technology www. 10KWizard.com 

http://10KWizard.com
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Quarterly report which provides a continuing view of a company's financial position 
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UNITED STATES 
SECURITIES AND EXCHANGE COMMISSION 

Washington, D.C. 20549 

FORM 10-Q 
(Mark One) 

QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT OF 1934 

For the quarterly period ending September 30,2004 

or 

TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE ACT OF 1934 

For the transition period from to 

Commission File Number 001-10415 

MCI, Inc. 
(Exact name of registrant as specified in its charter) 

Delaware 
(State or other jurisdiction 

of incorporation or organization) 

22001 Loudoun County Parkway, 
Ashburn, Virginia 

(Address of principal executive offices) 

20-0533283 
(I.RS. Employer 

Identification No.) 

20147 
(Zip Code) 

Registrant’s telephone number, including area code: (703) 8863600 

Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of the Securities Exchange Act of 1934 during 
the preceding 12 month shorter period that the registrant was required to file such reports), and (2) has been subject to such filing requirements for 
the past 90 days. Yes 

Indicate by check mark whether the registrant is an accelerated filer (as defined in Rule 12b-2 of the Act). 

Indicate by check mark whether the registrant has filed all documents and reports required to 
of 1934 subsequent to the distribution of securities under a plan confirmed by a court. 

As of September 30,2004, there were 317,883,234 shares of MCI common stock outstanding. 

Yes No 

ections 12, 13 or 15(d) of the Securities Exchange Act 
Yes 
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MCI, INC. AND SUBSIDIARIES 

UNAUDITED CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS 
(In Millions, Except Per Share Data) 

Successor Predecessor Successor Predecessor 
Company Company Company Company 

Three-Month Period Nine-Month Period 
Ended September 30, Ended September 30, 

2004 2003 2004 2003 

$76 $ 5.969 $15,716 ' $ 38,720 

; 2,580 . 2,989 8,156 9,&3 
629 646 1,915 2,084 

4,246 1,647 4,174 4,843 
493 602 1,583 1,720 

I : 7 T', ' 8  - 14 
Impairment charges related to property, plant and equipment 2,775 2,775 - 

Impainoent aacgb related to intangible &sets " . > 2 ^  7.3 8 - I 738 - 

Interest exuense (contractual interest of $601 and $1.824 for the three and nine-month wriods 

Reorganization items, net - - 

o,oSs).in&fhm continuing operations before cumulative kffect ofa  change in accounting 
princi$e I %*L (3.400) (45) (3,856) 224 
Net income (loss) from discontmued operations 2 (10) (1) (4) 

- - - - 

319.1 321.4 

See accompanying notes to unaudited condensed consolidated financial statements. 
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MCI, INC. AND SUBSIDIARIES 

UNAUDITED CONDENSED CONSOLIDATED BALANCE SHEETS 
(In Millions, Except Share Data) 

Successor Company 

As of As of 
September 30, December 3 1, 

2004 2003 

Current assets: 

I 

I 

I 

- - 
I 

See accompanying notes to unaudited condensed consolidated financial statements. 

4 

I 
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MCI, INC. AND SUBSIDIARIES 

UNAUDITED CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS 
(In Millions) 

Successor Predecessor 
Company Company 

Nine-Month Period 
Ended September 30, 

2004 2003 

. I  

Other current assets 

CASH AND CASH EQUIVALENTS AT END OF PERIOD $ 5,588 $ 5,491 - - 

See accompanying notes to unaudited condensed consolidated financial statements. 

5 
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MCI, INC. AND SUBSIDIARIES 

NOTES TO UNAUDITED CONDENSED CONSOLIDATED FINANCIAL STATEMENTS 

(1) The Organization and Description of Business 

MCI, Inc., a state of Delaware corporation, (formerly known as WorldCom, Inc., (the “Predecessor Company” or “WorldCom”) a public corporation organized 
in 1983 under the laws of Georgia) serves as a holding company for its direct and indirect domestic subsidiaries and foreign affiliates (collectively, the 
“Company”, “Successor Company’’ or “MCI”). Prior to and including December 31,2003, all operations of the business resulted from the operations of the 
Predecessor Company. All conditions required for adoption of fresh-start reporting were met on December 23,2003 and the Company selected December 3 1, 
2003 as the date to adopt the accounting provisions of fresh-start reporting. As a result, the fair value of the Predecessor Company’s assets became the new basis 
for the Successor Company’s consolidated balance sheet as of December 3 1,2003, and all results of operations beginning January I, 2004 are those of the 
Successor Company. 

The Company is one of the world’s leading global telecommunications companies, providing a broad range of communication services. The Company serves 
thousands of businesses and government entities throughout the world and provides voice and Internet communication services for millions of consumer 
customers. The Company operates one of the most extensive telecommunications networks in the world, comprising network connections linking metropolitan 
centers and various regions across North America, Europe, Asia, Latin America, the Middle East, Africa and Australia. The Company began doing business as 
MCI in 2003. 

In March 2004, the Company realigned its operations into three new business segments and began operating under these segments in the second quarter of 2004. 
Effective with the realignment, the Company’s business segments are as follows: 

Enterprise Markets serves large customers with complex communication requirements that have previously been served by the Business Markets 
segment, including Global Accounts, Government Accounts, Conferencing, and MCI Solutions customers, but excluding medium size commercial 
and wholesale accounts which were previously included in Business Markets. 

US. Sales & Service serves small, mid-sized and corporate customers. In addition, US.  Sales & Service comprises MCI’s consumer operation 
which includes telemarketing, customer service and direct response marketing. 

- International & Wholesale Markets serves businesses, government entities and telecommunications carriers outside the United States as well as the 
wholesale accounts previously included in Business Markets. 

On July 21,2002 (the “Petition Date”), the Predecessor Company and substantially all of its domestic subsidiaries (the “Debtors”) filed voluntary petitions for 
relief in the U.S. Bankruptcy Court for the Southern District of New York (the “Bankruptcy Court”) under Chapter 11 of Title 11 of the US. Bankruptcy Code 
(the “Bankruptcy Code” or “Chapter 1 I”). The Debtors continued to operate their businesses and manage their properties as debtors-in-ssession through the 
close of business on April 19,2004. The Predecessor Company filed its joint Plan of Reorganization (the “Pian”) with the Bankruptcy Court and, on October 31, 
2003, the Bankruptcy Court confirmed the Plan. The Predecessor Company emerged from Chapter 11 on April 20,2004 (the “Emergence Date”) and merged 
with and into the Successor Company. 

(2) Summary of Significant Accounting Policies 

Basis of Presentation 

The condensed consolidated financial statements and related notes as of September 30,2004, and for the three and nine-month periods ended September 30, 
2004 and 2003, are unaudited and in the opinion of management include all adjustments, consisting of normal recurring adjustments, necessary for a fair 
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presentation of the financial position and results of operations of the Company. The operating results for the interim periods are not necessarily indicative of the 
operating results to be expected for a full year or for other interim periods. As a result of the Company’s adoption of fresh-start reporting, the consolidated 
financial statements of the Successor Company are presented on a different basis than those of the Predecessor Company and, therefore, are not comparable in all 
respects. In addition, the Company’s consolidated investment in Embratel Participaqks S.A. and subsidiaries (“Embratel”) was sold during the third quarter of 
2004. The Company’s statements of operations for the three and ninemonth periods ended September 30,2004 and 2003 and its statements of cash flows for the 
ninemonth periods ended September 30,2004 and 2003 reflect Embratel’s results of operations and cash flows as discontinued operations. Additionally, the 
condensed consolidated balance sheet as of December 3 1,2003 and September 30,2004 are not comparable due to the removal of these assets and liabilities 
upon consummation of the sale transaction during the third quarter of 2004. 

Certain information and footnote disclosures normally included in fmncial statements prepared in accordance with generally accepted accounting principles in 
the United States of America (“GAAP”) have been condensed or omitted pursuant to instructions, rules and regulations prescribed by the Securities and 
Exchange Commission (“SEC”). Although management believes that the disclosures provided are adequate to make the information presented not misleading, 
management recommends that these unaudited condensed consolidated financial statements be read in conjunction with the audited consolidated financial 
statements and the related footnotes included in the Company’s Annual Report on Form 10-K for the year ended December 3 1,2003 filed with the SEC on April 
29,2004. 

Use of Estimates 

The Company uses estimates and assumptions in the preparation of its consolidated financial statements in conformity with GAAP. The preparation of these 
financial statements requires management to make estimates and assumptions that affect the reported amounts of assets and liabilities and disclosure of 
contingent assets and liabilities at the date of the consolidated financial statements and the reported amounts of revenues and expenses during the reporting 
period. Actual results may differ from those estimates. Estimates are used when accounting for revenues and related allowances, allowance for doubtful accounts, 
accrued access costs, depreciation and amortization of property, plant and equipment and intangible assets, impairment, income taxes, acquisition related assets 
and liabilities, contingent liabilities, and fresh-start reporting. The Company evaluates and updates its assumptions and estimates on an ongoing basis and may 
employ independent third party specialists to assist in its evaluations. 

Basis of Financial Statement Preparation 

For periods presented subsequent to the Petition Date through December 3 1,2003, the accompanying unaudited condensed consolidated financial statements 
have been prepared in accordance with Statement of Position 90-7, “Financial Reporting by Entities in Reorganization Under the Bankruptcy Code” (“SOP 
90-7”). Interest was not accrued on debt that was subject to compromise subsequent to the Petition Date. Reorganization items include the expenses, realized 
gains and losses, and provisions for losses resulting from the reorganization under the Bankruptcy Code, and are reported separately as reorganization items in 
the Company’s unaudited condensed consolidated statements of operations for the three and ninemonth periods ended September 30,2003. Cash used for 
reorganization items is disclosed as a supplement to the unaudited condensed consolidated statements of cash flows. 

Stock-based Compensation 

The Company has two stock-based compensation plans, a Management Restricted Stock Plan (“MRSP”) and an Employee Stock Purchase Plan (“ESPP), which 
provide for the granting of stock-based compensation to 
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management and employees. The Company records compensation expense in its statements of operations for the MRSP. For the ESPP, the Company accounts 
for this plan in accordance with the intrinsic value method of Accounting Principles Board Opinion No. 25, “Accounting for Stock Issued to Employees” (“APB 
Opinion No. 257, and has adopted the disclosureonly provisions of Statement of Financial Accounting Standards (“SFAS”) No. 123, “Accounting for 
Stock-Bused Compensation ” (“SFAS No. 123”). Under the intrinsic value method, compensation expense is recorded on the date of grant only if the current 
market price of the underlying stock exceeds the exercise price of the stock-based award. 

In December 2002, the Financial Accounting Standards Board (“FASB’’) issued SFAS No. 148, “Accounting for Stock-Bused Compensafiorr-Transition and 
Disclosure” (“SFAS No. 148”), which became effective for fiscal years ended after December 15,2002. SFAS No. 148 requires that certain pro forma 
information be presented in the summary of significant accounting policies note to the consolidated financial statements, assuming the Company recognized its 
stock-based compensation using the fair value method. The fair value of the stock-based compensation for the Company’s ESPP was estimated at the beginning 
of the offering period using the Black-Scholes option-pricing model and the following assumptions: volatility of 55%, risk-free interest rate of 1.79%, 0.41 year 
expected life and dividend yield of 10.81%. The Company’s MRSP was not included in the Black-Scholes calculation as the fair value of the compensation 
expense related to the plan is expensed in the Company’s condensed consolidated statement of operations. 

If compensation costs had been recognized based on the fair value recognition provisions of SFAS No. 123, the pro forma amounts of the Company’s net loss for 
the three and ninemonth periods ended September 30,2004 would have been as follows (in millions, except per share amounts): 

Successor Company 

TbreeMontb NineMontb 
Period Ended Period Ended 

September 30,2004 September 30,2004 

Add Stoc pensatio reported ?et loss 12 23 

fair vduk 
yee wm ermined under the 

14) * (25) 
Ije$iIi&xT 

Diluted loss per share: 

The Company has not provided pro forma disclosures as defined by SFAS No. 148 for 2003 as it does not believe that this information for any compensation 
plan that was terminated on the Emergence Date is relevant in any material respect for users of its consolidated financial statements because all equity interests 
existing in 2003, including the interests of the Predecessor Company’s WorldCom group common stockholders and MCI group common stockholders, were 
eliminated (without a distribution) on the Emergence Date. 

Consolidation 

The condensed consolidated financial statements include the accounts of all controlled subsidiaries. All significant intercompany transactions and balances have 
been eliminated in consolidation. 
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Other 

During the second quarter of 2004, the Company recorded a $95 million reduction in access costs in its condensed consolidated statement of operations for a 
change in previously recorded expenses regarding contributions to the Universal Service Fund related to 2003 and the first quarter of 2004. 

Reclassifications 

Certain prior period amounts have been reclassified to conform to current period presentation. 

Aa’jusiment to Previously Issued Financial Statements 

As reported in the second quarter, the Company determined that it had recorded in error a restatement entry which had the effect of reducing accounts receivable 
by $301 million through a charge to expense in the year ended December 31,2000. The reported 2000 net loss of $48.9 billion should have been $48.6 billion, or 
0.5% lower, and the Company’s assets of $44.2 billion should have been $44.5 billion, or 0.6% higher. In 2001, $35 million of the amount reversed and left a 
remaining $266 million understatement of accounts receivable as of December 31,2001. This situation remained unchanged until, as a result of the application of 
fresh-start accounting as of December 31,2003, the previously expensed $266 million was reversed in the Company’s statement of operations as a component of 
the $22.3 billion reorganization gain. Without this expense reversal, the Company’s 2003 net income of $22.2 billion would have been $2 1.9 billion, or 1.2% 
lower. As a result of the reversal of the expense in 2003, the cumulative impact to the Company’s December 3 1,2003 consolidated retained earnings was zero. 
The Company has assessed the impact on the 2000,2001 and 2003 statements of operations as well as the consolidated balance sheets as of December 31,2000, 
2001,2002 and 2003 and determined that the impact was not material to any period 

The impact of this reduction of accounts receivable in the consolidated balance sheet as of December 3 1,2003 resulted in a misclassification of $266 million 
between accounts receivable and long-lived assets in the Company’s allocation of reorganization value under fresh-start accounting. To properly reflect the 
allocation of reorganization value as of December 3 1,2003, the Company has reflected a reclassification entry in its consoIidated balance sheet as of December 
3 1,2003, as presented herein, to reflect an increase of $266 million to its accounts receivable balance and reductions in its property, plant and equipment and 
intangible assets. The Company’s September 30,2004 consolidated balance sheet reflects the impact of this reclassification. 

The adjustment of this item also resulted in a decrease of $6 million to the Company’s long-term deferred tax liability which has been reflected in the 
consolidated balance sheet as of December 31,2003 and September 30,2004, as presented herein. 

New Aeeounting Standards 

In December 2003, the FASB issued SFAS No. 132 (revised 2003), “Employers ’ Disclosures about Pensions and Other Postretirement Benefits” (“SFAS No. 
132 (R)”). SFAS No. 132 (R) revises the annual and interim disclosure requirements about pension and other postretirement benefits. This revision requires 
disclosures additional to those included in the original SFAS No. 132 about assets, obligations, cash flows and net periodic benefit cost of defined benefit 
pension plans and other defmed benefit postretirement plans. The required information is provided separately for pension plans and for other postretirement 
benefit plans. The Company adopted the provisions of SFAS No. 132 (R) as of December 3 1,2003 without any impact on its consolidated results of operations, 
financial position and cash flows. 

In December 2003, the FASB issued FASB Interpretation No. 46 (Revised December 2003), “Consolidation of Variable Interest Entities” (“FIN 46R”). This 
standard replaces FIN 46, “Consolidation of Variable Interest 
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Entities, ” that was issued in January 2003 to address certain situations in which a company should include in its financial statements the assets, liabilities and 
activities of another entity. The Company adopted the provisions of FM 46R as of December 31,2003 without any impact on its consolidated results of 
operations, financial position and cash flows. 

(3) Impairment Charges 

The Company assesses recoverability of its indefinite-lived and long-lived assets to be held and used whenever events or changes in circumstances indicate that 
their carrying amount may not be recoverable. Impairment analyses of long-lived and indefinitelived assets are performed in accordance with SFAS No. 144, 
“Accounting for the Impairment or Disposal of Long-Lived Assets” (“SFAS No. 1 W), and SFAS No. 142 “Goodwill and Other Intangible Assets” (“SFAS No. 
142”). Impairment evaluations are performed at the lowest asset or asset group level for which identifiable cash flows are largely independent of the cash flows 
of other assets or asset groups. The Company generates most of its cash flows from products and services that are principally delivered to customers over its 
integrated telecommunications network and related intangible assets. Therefore, evaluations are performed at the entity level, excluding discontinued operations 
and assets held for sale, as a single group. 

The industry is in a state of transition where traditional business lines are facing significant overcapacity in the marketplace, pricing pressures, changes in product 
mix, and customers’ continued efforts to reconfigure and consolidate their networks in order to achieve lower overall costs and better efficiencies. Concurrently, 
the industry is migrating to more advanced network technologies and primarily focused around IP based platforms, and customers are requiring more advanced 
network services including network monitoring, traffic analysis, and comprehensive security solutions. The industry has also seen a general migration of 
customers from dial-up services to broadband and various wireless services. Additionally, the Company’s regulatory climate deteriorated due to a decision by 
the US.  Court of Appeals for the D.C. Circuit that invalidated the Federal Communications Commission’s “Triennial Review” local competition rules, which set 
prices that incumbent providers could charge competitive providers such as the Company for unbundled network element platforms (“E-P”), an essential 
component of the Company’s Mass Market local phone service. Although several petitions were filed at the Supreme Court seeking review ofthe D.C. Circuit’s 
decision, the Solicitor General and the FCC declined to seek such review, and the Supreme Court subsequently denied the petitions. The FCC has adopted 
interim unbundling rules (effective September 13,2004) to maintain certain ILEC unbundling obligations under interconnection agreements as they existed prior 
to the D.C Circuit’s mandate. As a result, the Company’s costs for providing this service are expected to increase significantly in 2005. Some of the Company’s 
competitors have announced their intentions to exit from this market, and the cost increases may force the Company to reduce efforts to acquire new customers 
and withdraw from certain markets. The Company therefore anticipates that revenues from that segment will continue to decline. 

Given the market, business and regulatory conditions, the Company reevaluated its financial forecasts and strategy in the third quarter of 2004 when it became 
apparent that these trends would continue into the future. Updated cash flow and profitability projections and forecasts were developed taking into account both 
the 2004 changes in the competitive landscape and the regulatoly issues facing the Company. The Company’s executives reviewed these projections with the 
Audit Committee of the Board of Directors during the third quarter. 

Based on the revised projections, the Company determined that an impairment analysis of its indefinite-lived and long-lived assets was required during the thud 
quarter of 2004. In connection with this analysis, the Company evaluated its properly, plant and equipment and definite and indefinite-lived intangible assets, 
including customer lists. The Company developed estimates of future undiscounted cash flows to test the recoverability of its long-lived and indefinite-lived 
assets. These estimates were compared to the canying values 
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of the assets, which resulted in the conclusion that the Company could not recover its carrying values through projected future operations. With the assistance of 
an independent third party valuation specialist, the Company further calculated the fair value of its long-lived and indefinite-lived assets based on the discounted 
cash flow analyses that utilized the revised management projections of revenues and profitability from September 1,2004 through 2009. These projections were 
used in various scenarios utilizing a weighted average cost of capital between 10%-14%, a 2% terminal growth rate, certain working capital assumptions and 
total entity value assumptions. 

The Company concluded that the carrying values of its definitelived assets exceeded their estimated fair values by approximately $3.3 billion ($2.8 billion 
related to property, plant and equipment and $478 million related to defmite-lived intangible assets) and the carrying value of an indefinitelived asset exceeded 
its estimated fair value by approximately $260 million. These amounts represented the difference between the calculated fair values of the assets and their 
associated carrying values, and were recorded as a separate component of operating expenses in the condensed consolidated statements of operations for the three 
and ninemonth periods ended September 30,2004. The Company’s management reviewed the resuits of the impairment analysis with the Board of Directors, 
and the Board of Directors approved the impairment charge on October 15,2004. 

As a result of the impairment charge of approximately $260 million to an indefinite-lived intangible asset, the Company recognized a $99 million tax benefit 
which reduced its long-term deferred tax liability as the impairment reduced the difference between the book and tax basis. The impairment charges, after taxes, 
contributed approximately $3.4 billion to the Company’s net losses for the three and ninemonth periods ended September 30,2004 (loss per share of $(10.70) 
and $(10.62), respectively). 

(4) Voluntary Reorganization under Chapter 11 

Bankruptcy Proceedings 

On July 21,2002, the Predecessor Company and substantially all of its direct and indirect domestic subsidiaries (the “Initial Filers”) filed voluntary petitions for 
relief in Bankruptcy Court under Chapter 11. On November 8,2002, the Predecessor Company filed bankruptcy petitions for an additional 43 of its domestic 
subsidiaries, most of which were effectively inactive and none of which had significant debt (collectively with the Initial Filers, the “Debtors”). The Debtors 
continued to operate their businesses and manage their properties as debtors-in-possession. The Bankruptcy Court consolidated the Debtors’ Chapter 1 1 cases 
for procedural purposes and they were jointly administered. As a consequence of the bankruptcy filing, most litigation against the Debtors was stayed. 

The Plan was confmed by the Bankruptcy Court on October 3 1,2003. On the Emergence Date, the provisions of the Plan were implemented. A summary of the 
significant provisions of the Plan is set forth below: 

The Predecessor Company merged with and into MCI, Inc. whereby the separate existence of the Predecessor Company ceased and MCI is the 
surviving company; 

All common and preferred equity shares of the Debtors (and all stock options and warrants) including WorldCom group common stock, MCI group 
common stock, WorldCom series D, E and F preferred stock, WorldCom Synergies Management Company preferred stock, WorldCom quarterly 
income preferred securities and Intermedia series B preferred stock were cancelled; 

* All debt securities of the Debtors were settled and cancelled; 

* Unexpired leases and executory contracts of the Debtors were assumed or rejected; 
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MCI issued approximately $2.0 billion principal amount of 5.908% Senior Notes due 2007, approximately $2.0 billion principal amount of 6.688% 
Senior Notes due 2009 and approximately $1.7 billion principal amount of 7.735% Senior Notes due 2014; 

* Approximately 296 million shares of new MCI common stock were to be issued to settle claims of debt holders, 10 million shares were issued to 
settle the SEC civil penalty (as discussed below) and approximately 20 million shares were estimated to be issued to settle the claims of general 
unsecured creditors; 

* Approximately 11 million shares of new MCI common stock were reserved for issuance under the new Management Restricted Stock Plan. In 
addition, approximately 2 million shares were reserved for issuance under the new Employee Stock Purchase Plan and it is anticipated that such 
reserved shares will be utilized to fund the Company’s obligations under the plan rather than utilizing shares purchased in the open market; 

Total payments of approximately $2.6 billion in cash were estimated in the Plan to be paid to settle certain claims against the Debtors, including the 
SEC civil penalty claim referred to below; and 

An SEC civil penalty claim was settled by payment of $500 million in cash and, as noted above, the transfer of 10 million shares of new MCI 
common stock having a value of $250 million (based on the valuation set forth in the Plan). The fUnds paid and common stock transferred were 
distributed pursuant to the Fair Funds provisions of the Sarbanes-Oxley Act of 2002. 

The Plan also requires pursuant to Section 5.07 that the Board of Directors conduct a reasonable review of the Company’s cash needs, including amounts that 
may be necessary to satisfy all claims to be paid in cash pursuant to the Plan. Accordingly, the Board of Directors commenced a comprehensive review and 
sought information and guidance from management and financial advisors to determine the amount of excess cash greater than $1 billion. On August 5,2004, the 
Board of Directors completed its review of the Company’s excess cash pursuant to Section 5.07 of the Plan and declared the amount of excess cash to be $2.2 
billion. The Board of Directors decided to distribute a portion of the excess cash through a return of capital to shareholders and declared a cash dividend of $0.40 
per share payable on September 15,2004 to shareholders of record on September 1,2004. On October 15,2004, the Board of Directors, pursuant to Section 5.07 
of the Plan and continuing its distribution of the Company’s excess cash as a return of capital to shareholders, declared another cash dividend of $0.40 per share 
payable on December 15,2004 to shareholders of record on December 1,2004. 

Impacts of the Application of the Plan 

Creditor Settlements 

During the three and ninemonth periods ended September 30,2004, the Company paid approximately $129 million and $1.1 billion, respectively, in cash, and 
issued a total of approximately 1.2 million and approximately 3.8 million shares of common stock, respectively, to satisfy certain provisions of the Plan. The 
Company continues its settlement process of outstanding claims. During the three-month period ended September 30,2004, the Company recorded net 
settlement losses of $14 million as an increase to selling, general and administrative expenses in its condensed consolidated statement of operations. During the 
three-month period ended June 30,2004, the Company recorded net settlement gains of $62 million, which were composed of an increase to revenues of $32 
million, a decrease to access costs of $19 million and a decrease to selling, general and administrative expenses of $1 1 million in its condensed consolidated 
statement of operations. The net settlement gains and losses reflect the differences between original estimated claim amounts and settlement amounts finalized in 
the period. 
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Interest expense 

No interest expense related to prepetition debt was accrued following the Petition Date up to the Emergence Date. If the Debtors had recognized interest 
expense on the basis of the amounts they were contractually required to pay, approximately $601 million would have been recorded in the threemonth period 
ended September 30,2003, and approximately $701 million and $1.8 billion, respectively, would have been recorded in the nine-month periods ended 
September 30,2004 and 2003. The Successor Company did recognize $104 million and $299 million of interest expense in the three and nineemonth periods 
ended September 30,2004, respectively, that included the accretion of the discount for the new $5.7 billion debt obligations issued on the Emergence Date and 
interest expense on the senior notes subsequent to the Emergence Date. There was no requirement to pay interest on the debt prior to the Emergence Date since it 
had not been issued, and as such, the amount is excluded from the contractual interest amounts noted above. 

Shares Issued as a result of the Plan 

During the second quarter of 2004, in accordance with the Plan, the Company issued approximately 296 million shares of MCI common stock to settle claims of 
debt holders and 10 million shares to settle the SEC civil penalty. The Company also reserved approximately 1 1 million shares of MCI common stock for 
issuance under the new MRSP, ofwhich approximately 8.6 million shares of restricted stock were granted on the Emergence Date. As contemplated in the Plan, 
the Company expected to issue approximately 20 million shares of MCI common stock pursuant to the Plan to settle claims of general unsecured creditors. This 
amount has been reduced from 20 million to 8.1 million as of September 30,2004 as a result of the issuance of approximately 3.8 million shares during the 
ninemonth period ended September 30,2004,0.5 million shares that will not be issued related to certain unsecured creditors receiving cash in lieu of stock, and 
a change in estimate of 7.6 million shares that are no longer expected to be issued. 

Reorganization items, net 

The Debtors had commenced restructuring efforts prior to the Petition Date. Following the filing of the Chapter 11 cases, the Debtors, together with their 
financial and legal advisors, reviewed and analyzed their businesses, owned properties, contracts, and leases to determine if any of these owned assets should be 
divested and which contracts and leases should be rejected or awmed during the Chapter 11 cases. The restructuring efforts include asset dispositions, sale of 
businesses, rejection of leases and contracts, and other operational changes. 

The Company continued to incur reorganization costs during the three and nine-month periods ended September 30,2004 and will continue to experience 
reorganization expenses for professional fees and other bankruptcy costs. As the Company adopted the provisions of fresh-start reporting on December 31,2003, 
for accounting purposes, reorganization expenses and changes in estimates to reorganization items previously accrued have been included in the appropriate 
captions within the condensed consolidated statement of operations, primarily selling, general, and administrative expenses. For the three and ninemonth 
periods ended September 30,2004, the amounts of such expenses were $1 1 million and $37 million, respectively, and were for professional services related to 
the Company’s bankruptcy proceedings. 
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Reorganization items for the three and nine-month periods ended September 30,2003 consisted of the following (in millions): 

Predesessor Company 

Three-Month 
Period Ended 

Nine-Month 
Period Ended 

September 30,2003 September 30,2003 - 

(5) Fresh-Start Reporting 

In accordance with SOP 9+7, the Predecessor Company adopted fresh-start reporting as of the close of business on December 3 I, 2003. Upon applying 
fresh-start reporting, a new reporting entity (the Successor Company) is deemed to be created and the recorded amounts of assets and liabilities are adjusted to 
reflect their estimated fair value. Thus, the consolidated balance sheet as of December 3 I, 2003 gives effect to allocations to the carrying value of assets or 
amounts and classifications of liabilities that were necessary when adopting fresh-start reporting. During 2004, the Company adjusted the carrying value of 
certain assets and liabilities from the previously estimated values as appraisals and valuations were completed. As these adjustments were recorded in each 
quarter, associated yearto-date depreciation and amortization expense amounts were also adjusted for the effects of the changes in carrying values. As of 
September 30,2004, the Company completed its assessment of the fair values of its assets and liabilities, and as such, no further adjustments will be recorded, 
except for adjustments that may be related to deferred tax assets and contingencies as discussed below. 

During the second quarter of 2004, the Company determined that approximately $132 million of property tax liabilities and $1 10 million of other liabilities that 
should not have been adjusted in freshstart accounting were reduced by approximately $152 million in the Company’s application of fresh-start accounting at 
December 31,2003. Due to the application of freshstart reporting, these errors were offset by fresh-start adjustments and therefore had no impact on the 
Company’s 2003 net income. However, these errors caused both accounts payable and long-lived assets to be understated by approximately $152 million, 
representing 0.5% of the Company’s total assets of $27.5 billion and approximately 0.8% of its $19.0 billion total liabilities as of December 3 1,2003, which it 
determined to be immaterial to its 2003 consolidated balance sheet. The Company’s September 30,2004 consolidated balance sheet reflects the correction of 
these immaterial errors. 

As of December 31,2003, the Company had various net deferred tax assets and tax contingencies which remain unresolved. In accordance with SFAS No. 109, 
‘Accountingfor Income Taxes, ” any future changes in these balances that existed as of the fresh-start date will be adjusted to intangible assets, until exhausted, 
then to additional paid-in-capital and not through income. 

The estimates and assumptions used in the valuations are inherently subject to uncertainties and contingencies beyond the control of the Company. Accordingly, 
there can be no assurance that the estimates, assumptions, and values reflected in the valuations will be realized, and actual results could vary materially. 
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The following table displays the effects of applying fresh-start reporting, giving pro forma effect, retroactive to December 3 1,2003, to fair value adjustments 
recorded to the Company’s assets and liabilities during the fKst nine months of 2004 (in millions): 

Successor 
Company 

Successor 
Company 

Pro Forma Fresh-Start 
Valuation As of As of 

December 31,2003 Adjustmeuts‘l) December 31,2003@) 

Other current assets 1,012 987 

Toti i lwkt iia6ititi 

3 
8,639 

- 

(170) - _ I <  Deferred stock-based campensation a 9 jl ~ (170) 

8,472 

‘ .$ 27,470 I $ 3  81 $ 27,551 

_ I j  Total shareholders’ 

- 
To adjust the carrying value of the Company’s assets and liabilities upon completion, during the first nine months of 2004, of the Company’s review in 
conjunction with an independent third party valuation specialist. 
Includes all adjustments recorded during the first nine months of 2004 that were related to the carrying values on the Company’s December 3 1,2003 
balance sheet. 
Includes adjustments to decrease prepaid expenses by ($60) million, primarily related to the fair value of certain prepaid indefeasible rights of use 
agreements, and to increase certain asset carrying values classified in assets held for sale by $35 million. 
Includes adjustments which increased property, plant and equipment by $183 million due to increases in the valuation of enterprise license agreements and 
a decrease in the valuation of indefeasible rights of use impacted by changes in the allocation of the amount of economic obsolescence and negative 
goodwill. 

@) 

(4 

(d) 
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(e) Includes adjustments which increased intangibles by $46 million due to changes in the allocation of the amount of economic obsolescence and negative 
goodwill. In addition, the original right of way adjustment of $101 million was reclassified from other assets. 

Includes adjustments to reduce the carrying value of certain indefeasible rights of use agreements by ($123) million and a reclassification of the original 
right ofway adjustment to intangible assets, which reduced other assets by ($101) million. 

Includes adjustments increasing accounts payable and accrued access costs by $1 16 million due to properly tax and other liabilities that should not have 
been adjusted in fresh-start reporting. 

Includes adjustments decreasing deferred revenues related to certain capacity sales agreements by ($144) million and increasing other liabilities by $1 11 
million, primarily related to the recognition of an unfavorable lease accrual of $91 million as well as increases to property tax and other liabilities of $20 
million that should not have been adjusted in fresh-start reporting. 

(0 

(9) 

@) 

(6) Loss per Share 

The Successor Company adopted a new capital structure as of December 3 1,2003 upon the adoption of fresh-start reporting. On the Emergence Date, the 
Successor Company issued approximately 315 million shares of new MCI common stock, which included approximately 8.6 million shares of restricted stock. 
Under freshstart reporting, these shares were reflected as outstanding at December 3 1,2003. In addition, on the Emergence Date, the Company expected to 
issue additional shares pursuant to the Plan to unsecured creditors, which were not reflected as outstanding at December 31,2003, however all conditions of 
distribution had been met. These shares were considered contingently issuable under SFAS No. 128, “Earnings per Share.” During the three-month period 
ended September 30,2004, share issuances, changes in distribution and changes in estimate reduced the amount of contingently issuable shares to approximately 
8.1 million as of September 30,2004. The Company’s calculations ofweighted average shares outstanding for the three and nine-month periods ended 
September 30,2004 are as follows (in millions): 

Successor Company 

ThreeMonth 
Period Ended 

September 30,2004 

NineMontb 
Period Ended 

September 30,2004 

Add- Weighted average shares contingentlx issua e t$ u$secured creditors 8 9  13 4 
I (713) (8.1 ) 

. I  L&: Weighted av&&eunv&sted restricted it&$’= i3 ~ 3 .  

W e i h t d  average cdnimoh sham o%%iiding usd in basic calculation 319.1 ’ 321.4 
Add Weighted average unvested restricted stock‘L’ - - 

( I )  

(4 

As these shares were not vested during the period, they have been excluded from the weighted average share calculation used to determine basic loss per 
share. 
Calculation of diluted shares excludes the unvested shares of restricted stock that would be anti-dilutive. 
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The Company’s calculations of basic and diluted (loss) income per share for the three and nine-month periods ended September 30,2004 are as follows (in 
millions, except per share amounts): 

Successor Company 

Nine-Month 
Period Ended 

Three-Month 
Period Ended 

September 30,2004 September 30,2004 

Historical earnings per share information for the three and nine-month periods ended September 30,2003 has not been presented. The Company does not believe 
that this information is relevant in any material respect for users of its financial statements because all equity interests existing in 2003, including the interests of 
the Predecessor Company’s WorldCom group common stockholders and MCI group common stockholders, were eliminated (without a distribution) on the 
Emergence Date. In addition, because of the creation of the two class common stock structure (WorldCom group common stock and MCI group common stock) 
by the Predecessor Company in July 2001, in order to present earnings per share information, the Company would be required to determine the net income or 
loss generated by the WorldCom group and MCI group separately. Primarily as a result of the extensive recreation of many of the Predecessor Company’s 
historical financial entries, many of its revenue and expense items cannot be allocated to the appropriate group, making a determination of separate net income or 
loss information for each group impracticable. 

(7) Severance and Restructuring Programs 

During the fmt nine months of 2004, the Company announced workforce reductions related to all segments of its business which included the impact of closing 
three consumer call centers and reducing staffing in three others, in large part due to the effects of “Do Not Call” telemarketing laws. As of September 30,2004, 
approximately 12,000 individuals in the Company’s workforce have been identified and notified that their positions would be eliminated. 

In the three and ninemonth periods ended September 30,2004, the Company recorded $12 million and $156 million, respectively, as selling, general and 
administrative expenses and costs of services and products for employee termination costs in its condensed consolidated statements of operations. In the three 
and ninemonth periods ended September 30,2003, the Company recorded $23 million and $84 million, respectively, related to employee severance programs as 
reorganization items, net in its condensed consolidated statements of operations. 
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During the three and ninemonth periods ended September 30,2004, approximately 2,200 and 9,100 employees, respectively, across all business segments were 
terminated. Additionally, during 2004,2,000 employees resigned after notification of termination, but prior to receiving any severance benefits. The following 
table outlines the Company’s accrual of severance expense and payments for terminated employees during the three and nine-month periods ended September 
30, 2004 (in millions): 

Successor 
Company 

Cash payments for terminated employees (26) 

90 
For the three-month period ended June 30,2004: 
Se?%&:iixi termination c h g e s  ’ I * ’ ri’ > .  
Cash payments for terminated employees (59) 

d kverance and te&&?iti&?costs as of June 30,’2m 70 
For the three-month pe mbe! 30, 

2 S6$&&and te&t - 12 
Cash payments for terminated employees (61) 

The Company identified certain properties related to the closing of call centers which it planned to vacate and sublease, where possible. In accordance with SFAS 
No. 146, “Accounting for Costs Associated with Exit or Disposal Activities. ” the Company recorded a charge of approximately $1 million and $9 million as 
selling, general and administrative expenses in its condensed consolidated statements of operations for the three and nine-month periods ended September 30, 
2004, respectively. 

(8) Discontinued Operations and Assets Held for Sale 

The Company has identified certain non-core assets that it has determined are not part of its expected future operations. As such, these assets and businesses, 
once identified and qualifying for discontinued operations under SFAS No. 144, are reflected as discontinued operations in the condensed consolidated 
statements of operations and as assets held for sale in the condensed consolidated balance sheet. 

Discontinued Operations 

In May 2002, the Predecessor Company committed to a plan to exit its WorldCom Wireless (“Wireless”) resale business because of continuing operating losses. 
In July 2002, the Predecessor Company sold its wireless customer contracts, with no book value, to several wireless providers and resellers for a total of 
approximately $34 million, which was recognized as a gain in 2002. All contracts were effectively transitioned to other providers by October 2002. During the 
ninemonth period ended September 30,2003, the Company recorded $10 million of revenue for amounts received during the period. 

In June 2003, the Predecessor Company decided to dispose of its Multichannel Multipoint Distribution Service (“MMDS”) business which included network 
equipment, licenses and leases utilized for the provision of wireless telecommunications services via Multichannel Multipoint Distribution Service. In June 2003, 
the Predecessor Company received Bankruptcy Court approval to dispose of these assets, and this standalone entity was reclassified to discontinued operations 
under SFAS No. 144, and related revenues and expenses were reclassified to discontinued operations for all periods presented. 
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On July 8,2003, an Asset Purchase Agreement was entered into with Nextel Spectrum Acquisition Corp. (“Nextel”) for the sale of substantially all of the assets 
of MMDS for $144 million in cash. In addition, the Company entered into a three-year extension of a customer contract between subsidiaries of MCI and 
Nextel. The sale was approved by the Bankruptcy Court on July 22,2003, as modified in certain respects. The Company completed the sale in May 2004 and 
received $144 million in cash for the assets which was equal to their carrying value. 

In November 2003, the Board of Directors approved a plan to dispose of its 19% economic investment in Embratel, as well as other Latin American entities. On 
March 15,2004, the Company announced that it had entered into a definitive agreement to sell its ownership interest in Embratel and other Latin American 
subsidiaries to Telefonos de Mexico. On April 21,2004, the agreement was amended which increased the cash purchase price to $400 million From $360 million. 
On April 27,2004, these assets qualified as discontinued operations under SFAS No. 144 when the Company received bankruptcy court approval for the sale. 
Accordingly, the Company has reclassified all revenues and expenses to discontinued operations for all periods presented. On July 23,2004, the Company 
completed the divestiture of its 19% equity interest in Embratel and received $350 million, the remaining portion of the $400 million sales price beyond the $50 
million deposit previously received. As of the sale date, all obligations under the Share Purchase Agreement were completed. The Company recognized a gain on 
the sale of approximately $9 million within discontinued operations in its condensed consolidated statement of operations during the three-month period ended 
September 30,2004. 

In June 2004, the Company decided to dispose of additional Latin American operations and began the marketing of Proceda Tecnologia e Informatica S.A. 
(“Proceda”), an information technology outsourcing company in Brazil specializing in the following areas: data center services, mainframe services, hosting, 
technical support, help desk management, integrated solutions, and ebusiness. These assets qualified as discontinued operations under SFAS No. 144 in June 
2004 and, accordingly, the Company has reclassified all revenues and expenses to discontinued operations for all periods presented and reclassified all assets and 
liabilities as “held for sale” in the condensed consolidated balance sheet as of September 30,2004. The Company continues its marketing efforts and expects to 
close the sale of these assets prior to yearend. 

In June 2004, the Company commenced its internal evaluation related to OzEmail Pty. Ltd (“Ozemail”), an internet service provider providing dial-up, 
broadband and wireless products to Australian consumers and small business enterprises. In July 2004, the Company began to market Ozemail for sale. The 
related assets qualified as discontinued operations under SFAS No. 144 in July 2004 and, accordingly, the Company has reclassified all revenues and expenses to 
discontinued operations for all periods presented and reclassified all assets and liabilities as “held for sale” in the condensed consolidated balance sheet as of 
September 30,2004. 
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The condensed consolidated statements of operations reflect Wireless, MMDS, Embratel (and other companies related to the transaction), Proceda, and Ozemail 
as discontinued operations for all periods presented. The combined operating results of these entities through the date of disposition are reflected in the 
condensed consolidated financial statements for the three and ninemonth periods ended September 30,2004 and 2003 as follows (in millions): 

Successor 
Company 

Predecessor 
Company 

Successor 
Company 

Predecessor 
Company 

Three-Month Period Ended September 30, Nine-Month Period Ended September 30, 

2004 2003 2004 2003 
- 

As of September 30,2004, the amounts related to Proceda and Ozemail have been combined and included in assets and liabilities “held for sale” in the 
condensed consolidated balance sheet as follows (in millions): 

Successor 
Company 

As of 
September 30,2004 

Debt obligations 7 

Assea Held for Sale 

The Predecessor Company deemed Mr. Bernard J. Ebbers (“Mr. Ebbers”), its former Chief Executive Officer, to be in default of the terms of a Promissory Note 
he signed to the Company dated April 29,2002. The Promissory Note was secured by Predecessor Company stock as well as Mr. Ebbers’ equity interests in 
certain enterprises. On May 29,2003, the Predecessor Company entered into an agreement to sell one of Mr. Ebbers’ properties, Douglas Lake, and on July 1, 
2003, the Bankruptcy Court approved the sale ofthe property. As a result, the Predecessor Company reclassified the asset in its consolidated balance sheet as 
held for sale effective July 1,2003 under SFAS No. 144. The canying value of the property was $54 million as of December 3 1,2003. The property was sold in 
February 2004 for approximately $50 million, which was net of disposal costs. The Company received approximately $37 million in net proceeds in connection 
with the closing, and expects to receive additional proceeds of up to approximately $13 million, pending the resolution of certain tax matters and the final 
determination of any indemnification claims made by the purchaser pursuant to the purchase agreement. 

20 



Table of Contents 
MCI, INC. AND SUBSIDIARIES 

NOTES TO UNAUDITED CONDENSED CONSOLIDATED FINANCIAL STATEMENTS-(Continued) 

The Company recorded the estimated loss of $4 million as selling, general and administrative expenses in the condensed consolidated statement of operations for 
the three-month period ended March 3 1,2004. 

(9) Debt 

Debt consisted of the following as of September 30,2004 and December 31,2003 (in millions): 

Successor Company 

As of As of 
September 30,2004 December 31,2003 - 

1 574 Embratel loans - 

- 
- 

Total 5,938 7,447 
Less: current portion 35 330 

I $5,903 $ 7,i 17 Long-termportion ’ > >  

All of the outstanding debt of Embratel was removed from the Company’s condensed consolidated balance sheet when the Company completed its sale of 
Embratel in July, 2004 (see Note 8). 

Senior Notes Due 2007.2009 and2014 

Pursuant to the Plan, the Company issued approximately $2.0 billion principal amount of 5.908% Senior Notes due 2007 (the “2007 Senior Notes”), 
approximately $2.0 billion principal amount of 6.688% Senior Notes due 2009 (the “2009 Senior Notes”) and approximately $1.7 billion principal amount of 
7.735% Senior Notes due 2014 (the “2014 Senior Notes” and, together with the 2007 Senior Notes and the 2009 Senior Notes, the “Senior Notes” or 
“Indentures”). The Senior Notes are senior unsecured obligations of the Company and are guaranteed by all of the existing and future domestic restricted 
subsidiaries of the Company. 

The 2007 Senior Notes, the 2009 Senior Notes and the 2014 Senior Notes mature on May I ,  2007, May 1,2009 and May 1,20 14, respectively. Interest on the 
Senior Notes is payable semiannually in arrears. The initial interest rates of the Senior Notes are 5.908%, 6.688% and 7.735%, respectively. The initial interest 
rate is subject to reset after the Company has applied for and received ratings for the Senior Notes from Moody’s Investors Service (“Moody’s”) and Standard & 
Poor’s Corporation (“S&F”’). The adjustment could result in a change in the interest rates on the Senior Notes ranging from (a) a decrease of3.0% if the Senior 
Notes are rated Baa3 or higher by Moody’s and BBB- or higher by S&P to (b) an increase of 3.0% if the Senior Notes are rated lower than B3 by Moody’s and 
lower than B- by S&P. If the Senior Notes are rated between the levels indicated, the interest rates on the Senior Notes will change to a lesser degree. If the 
Company fails to obtain ratings on the Senior Notes from Moody’s and S&P within two years from the date of issue, the interest rate on each of the Senior Note 
issues shall be increased by 1 .O%. 

Commencing on May 1,2005 with respect to the 2007 Senior Notes, May 1,2006 with respect to the 2009 Senior Notes and May 1,2009 with respect to the 
2014 Senior Notes, the Company will have the right to redeem some or all of the Senior Notes. The initial call prices equal 102.454%, 102.844% and 103.3675% 
of the principal amount, respectively, plus accrued and unpaid interest. In addition, the call prices for the 2007 Senior Notes, 2009 Senior Notes and the 2014 
Senior Notes thereafter decline ratably for a period of one year, two years and three years, respectively, until the call price equals 100% of the principal amount. 
Prior to the call dates 
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applicable to the Senior Notes, the Company may redeem some or all of such Senior Notes by paying a “make- whole” premium based on US. Treasury rates. 
At any time prior to May 1,2007, the Company may redeem up to 35% of the aggregate principal amount of each series of Senior Notes at a price equal to 100% 
of the principal amount plus a premium equal to the coupon with the net cash proceeds of an equity offering. 

Upon the occurrence of a change of control, the Company will be obligated to make an offer to purchase all of the outstanding Senior Notes at a price equal to 
101% of par value plus accrued interest. Also, the Company will be required to make an offer to purchase the outstanding Senior Notes at a price equal to 100% 
of par value plus accrued interest with “excess proceeds” of certain asset sales. 

The Senior Notes are subject to typical afirmative and negative covenants for securities of this type, including covenants that limit the amount of debt the 
Company may incur and restrict the Company’s ability to make cash distributions, investments in third parties and engage in asset sales or other specified 
transactions. 

The Senior Notes are subject to customary events of default including any failure to make payments of interest (for a period of 30 days) or principal on the Senior 
Notes, failure to comply with the afirmative and negative covenants, the occurrence of certain events of bankruptcy involving the Company or the acceleration 
of other outstanding indebtedness of the Company in excess of $100 million. 

The Senior Notes are subject to covenants that limit the Company’s ability to make certain cash distributions based on its cumulative net income or loss since the 
Issue Date. The impairment charges recorded during the third quarter of 2004 will not affect the Company’s ability or its current plans to continue to distribute 
excess cash pursuant to Section 5.07 of the Plan of Reorganization to its shareholders in the form of a quarterly dividend until such excess cash is fully utilized. 
The impairment charges may, however, restrict the Company’s ability to make further cash distributions to its shareholders under the Indentures. 

Debtor-in-Possession Facility and Letter of Credit Facilities 

On July 23,2002, the Predecessor Company negotiated its Debtorin-Possession Agreement (“DIP Agreement”) for $750 million in Debtor-in-Possession 
Financing (the “DIP Facility”). The DIP Facility was amended to the amount of $1.1 billion and was approved by the Bankruptcy Court on October 15,2002. In 
January 2004, the Company reduced the size of the DIP Facility to $300 million. As of December 3 1,2003, there were no advances outstanding under the DIP 
Facility. The Company had $77 million of letters of credit outstanding under the DIP Facility, $47 million in undrawn letters of credit that were issued under a 
$1.6 billion credit facility and Digex had a letter of credit of $1 million under a separate credit facility as of December 31,2003. 

On the Emergence Date, the DIP Facility was terminated. Approximately$lOO million in letters of credit were rolled over to new letter of credit facilities entered 
into on the Emergence Date with JPMorgan Chase Bank, Citibank, N.A. and Bank of America, N.A. (the “Letter of Credit Facilities”). The Letter of Credit 
Facilities provide for the issuance of letters of credit in an aggregate face amount of up to $150 million (the “Commitment”). In addition, the Company pays a 
facility fee under the Letter of Credit Facilities equal to .05% per annum of the daily amount of the Commitment (whether used or unused). If any fee or other 
amount payable under any Letter of Credit Facility is not paid when due, additional interest equal to 2% per annum plus the federal funds rate (determined in 
accordance with such Letter of Credit Facility) will be incurred on the overdue amount. The Letter of Credit Facilities mature in April 2005. As of September 30, 
2004, under the Letter of Credit Facilities, the Company had $124 million letters of credit outstanding, $12 million in availability, and $14 million reserved for 
issuance. During the nine-month period ended September 30,2004, the Company pledged $141 million in cash as collateral for its outstanding letters of credit of 
which $137 million of the cash has been classified as restricted cash in other current assets and $4 million has been classified as restricted cash in other 
long-term assets in the condensed consolidated balance sheet. On October 12,2004, the Commitment under the Letter of Credit Facilities was increased from 
$150 million to $300 million. 
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(IO) Accumulated Other Comprehensive Loss 

Accumulated other comprehensive loss is comprised of foreign currency translation adjustments and unrealized gain (loss) on available-for-sale securities. The 
following table sets forth the changes in accumulated other comprehensive loss, net of tax (in millions): 

Successor Predecessor Successor Predecessor 
Company Company Company Company - 

ThreeMontb Period Ended NineMontb Period Euded 
September 30, September 30, 

2004 2003 2004 2003 

- - - - 
Due to the adoption of fresh-start reporting at December 31,2003, the Company’s accumulated other comprehensive loss was adjusted to zero and, accordingly, 
other comprehensive loss for the ninemonth period ended September 30,2004 is equal to its accumulated other comprehensive loss in its September 30,2004 
condensed consolidated balance sheet. 

(11) Employee Benefit Plans 

The Company maintains two defined benefit pension plans, the MCI Communications Corporation Plan and WorldCom International Data Services, Inc. Plan 
(collectively, the “MCI Plans”), which cover substantially all MCI employees who became WorldCom employees as a result of the Company’s merger with MCI 
Communications, Inc. and who work 1,000 hours or more in a year. Effective January 1,1999, participants of the MCI Plans no longer earn future compensation 
credits, although interest accruals and benefit vesting continues. 

The Company also maintained a postretirement benefit plan that provides health and life insurance benefits to union members who are either currently retired or 
in active employee status and have satisfied certain eligibility requirements. Actuarially determined postretirement benefit costs are accrued as active employees 
earn these benefits. 

The Company adopted SFAS No. 132 (R) on December 3 1,2003. The components of the net postretirement benefit and pension costs for the three and 
ninemonth periods ended September 30,2004 and 2003 were as follows (in millions): 

Successor Company Predecessor Company 

ThreeMontb Period Ended Three-Month Period Ended 
September 30,2004 September 30,2003 

Pension Postretiremeut Pension Postretirement 
Beoefits Benefits Benefits Beuefits 
- - 

Interest cost on accumulated posrretiremcnt benefit obligation $ 6  S 1 .  $ 7 .  $ 1 
- 
- (7) - 

- -  . 1 ,  . 
Expected return on plan assets 
Amortization of net loss - 

(8) 
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Successor Company Predecessor Company 

NineMontb Period Ended NineMontb Period Ended 
September 30,2004 September 30,2003 

Pension Postretirement Pension Postretirement 
Benefits Benefits Benefits Benefits 
- - 

- - - - 
The Company does not expect to contribute to its defined benefit pension plans in 2004. The Company made contributions of $14 million to these plans in the 
three and ninemonth periods ended September 30,2003. The Company’s estimates of its defined benefit pension plan contributions reflect the provisions of the 
Pension Funding Equity Act of 2004, which was enacted in April 2004. No contributions were made by the Company to its postretirement benefit plan during the 
three and ninemonth periods ended September 30,2004 and 2003. 

(12) Shareholders’ Equity 

MCI Common Stock 

On April 20,2004, the Company emerged from Chapter 11. The Successor Company is a Delaware corporation and filed a new certificate of incorporation 
(“New Articles”). The New Articles authorized 3,000,000,000 shares of new MCI common stock with $0.01 par value. In addition to any other approval required 
by law, any action to effect a stock split or reverse stock split of the common stock within one year after April 20,2004 shall require the approval of the holders 
of at least ninety-five percent (95%) of the shares of common stock then outstanding. 

MCI Shareholder Rights Plan 

On April 20,2004, the Board of Directors of MCI declared a dividend of one right (“Right”) for each outstanding share of MCI Common Stock to stockholders 
of record on that date. The Rights become exercisable upon the earlier of: (i) ten days following a public announcement by another person or group that it has 
acquired beneficial ownership of 15% or more of the outstanding shares of common stock; or (ii) ten business days following the commencement of a tender 
offer or exchange offer to acquire beneficial ownership of 15% or more of the outstanding shares of common stock. Certain qualifyiig tender offers made to all 
stockholders will not trigger the Rights. The Rights expire on the date of the 2007 annual meeting, unless earlier redeemed at a price of $.001 per Right. If the 
Rights become exercisable, upon payment of the exercise price of the Right (which was initially set at $75.00 per right), holders may receive (a) MCI common 
stock with a market value equal to twice the exercise price or (b) common stock of an acquirer of MCI with a market value equal to twice the exercise price. 

Stock-based Compensation 

The Company originally estimated that $184 million of deferred stock-based compensation was required upon the issuance of approximately 8.6 million shares 
of restricted stock that were granted on the Emergence Date. Based on the fair value of the Company’s stock at date of grant, the Company reduced the amount to 
$170 million. The amount is being amortized over the vesting period of three years on a straight-line basis. The Company recorded approximately $2 million and 
$4 million to costs of services and products and approximately 
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I $10 million and $19 million to selling, general and administrative expense in its condensed consolidated statements of operations during the three and 
nine-month periods ended September 30,2004, respectively. In addition, the Company reversed approximately $6 million and $16 million of deferred 
stock-based compensation related to shares that will not vest due to employee terminations during the three and nine-month periods ended September 30,2004, 
respectively. 

On August 18,2004, the individual award agreements under the MRSP were amended to allow for the conversion of Restricted Stock Units into shares of 
Restricted Stock (with one Stock Unit converting to one share of Restricted Stock) and the payment of dividends on unvested Restricted Stock shares. The 
conversion from Restricted Stock Units into shares of Restricted Stock was not allowed for any units held internationally or that had been deferred under the 
Deferred Stock Unit Plan. Dividends paid on unvested shares of Restricted Stock are considered compensation to the employee. 

Employee Stock Purchase Plan 

During the third quarter of 2004, the Company initiated its ESPP. Under the terms of the ESPP, a maximum of 2.2 million shares of MCI common stock are 
authorized for issuance. All eligible employees, during a period prior to the offering date of the ESPP, were allowed to elect to purchase shares of MCI common 
stock at 85% of the lower of the closing price on the beginning of the offering period of August 2,2004 or on the exercise date of December 3 1,2004. 
Contributions are made through payroll deductions, and they cannot exceed 15% of the employee’s compensation. Contributions are held in escrow until 
December 31,2004, when the accumulated contributions will be applied to the distribution of shares. The ESPP is accounted for using the intrinsic-value-based 
method of APB No. 25 and no compensation expense was recorded. However, the ESPP does not meet the criteria as set forth in SFAS No. 123 for 
noncompensatory plans and therefore is deemed compensatory for disclosure purposes only. 

Dividends 

On August 5,2004, the Board of Directors declared a cash dividend of $0.40 per share. On September 15,2004, the Company paid $127 million to shareholders 
of record on September 1,2004. As the cash dividend was a return of shareholder capital, it was recorded as a reduction of additional paid-in capital in the 
shareholders’ equity section of the Company’s condensed consolidated balance sheet. On October 15,2004, the Board of Directors, pursuant to Section 5.07 of 
the Plan and continuing its distribution of the Company’s excess cash as a return of capital to shareholders, declared another cash dividend of $0.40 per share 
payable on December 15,2004 to shareholders of record on December 1,2004. 

(13) Commitments and Contingencies 

The filing of the Chapter 11 cases automatically stayed proceedings in private lawsuits relating to prepetition claims as to the Debtors. The Plan specifies how 
pre-petition litigation claims against the Debtors will be treated foliowing the Debtors’ emergence from bankruptcy. Claims arising after the filing date will not 
be discharged following emergence. 

Right-of- Way Litigation. Between September 1998 and February 2000, the Predecessor Company was named as a defendant in three putative nationwide and 
thirteen putative state class actions involving fiber optic cable on railroad, pipeline and utility rights-of-way. The complaints allege that the railroad, utility 
andor pipeline companies from which the Predecessor Company obtained consent to install its fiber optic cable held only an easement in the right-of-way, and 
that the consent of the adjoiniig landowners holding the fee interest in the right-of-way did not authorize installation. The complaints allege that because such 
consent was not obtained, 
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the fiber optic network owned and operated by the Predecessor Company trespasses on the property of putative class members. The complaints allege causes of 
action for trespass, unjust enrichment and slander of title, and seek compensatory damages, punitive damages and declaratory relief. 

The Predecessor Company executed a settlement agreement in February 2002 regarding all right-of-way litigation in Louisiana and in June 2002 regarding all 
other railroad right-of-way litigation nationwide. However, following the Petition Date the Predecessor Company opted out of the nationwide settlement 
agreement because the Oregon court did not approve it, and the Predecessor Company did not elect to proceed to seek approval in Illinois. During the bankruptcy 
proceedings, the Predecessor Company rejected the Louisiana right-of-way settlement agreement. The Company accrued for its estimate to settle the litigation 
as of September 30,2004 and December 31,2003. 

SEC Lawsuit. The Predecessor Company and various current or former directors, officers and advisors were named as defendants in a number of lawsuits 
alleging violations of federal and state securities laws and related claims. 

On June 26,2002, the SEC filed suit against the Predecessor Company and certain members of former management for violations of sections 1O(b) and 13(a) of 
the Exchange Act and SEC Rules lOb-5,12b-20,13a-l and 13a-13, alleging that from at least the first quarter of 2001 through the first quarter of 2002, 
WorldCom defrauded investors by disguising its true operating performance via improper accounting methods that materially overstated its income by 
approximately $3.9 billion. On November 5,2002, the SEC filed an amended complaint that broadened the scope of the claims, including a claim under section 
17(a) of the Securities Act, to reflect among other things the Predecessor Company’s disclosure that the overall restatements could total in excess of $9 billion. 
On May 19,2003, the SEC filed a second amended complaint that added a claim for disgorgement of unlawful gains obtained as a result of the alleged 
misstatements. 

On November 26,2002, the Predecessor Company consented to the entry of a permanent injunction that partially resolved claims brought in this suit. The 
injunction imposes certain ongoing obligations on the Predecessor Company and permitted the SEC to seek a civil penalty from the Predecessor Company. 

On May 19,2003, the Predecessor Company announced a proposed settlement with the SEC regarding a civil penalty. Pursuant to the initial proposed settlement, 
the Predecessor Company would satisfy the SEC’s civil penalty claim by payment of $500 million upon the effective date of the Predecessor Company’s 
emergence from Chapter I 1 protection. On June 1 1,2003, the Predecessor Company consented to the entry of two orders dealing with internal controls and 
corporate governance issues that modified certain of the ongoing obligations imposed in the permanent injunction entered on November 26,2002. On July 2 and 
3,2003, the Predecessor Company filed documents in the District Court modifying the proposed settlement. Pursuant to the revised proposed settlement, the 
Predecessor Company would satisfy the SEC’s civil penalty claim by payment of $500 million upon the effective date of the Predecessor Company’s emergence 
from Chapter 1 1 protection and by transfer of common stock in the reorganized company having an agreed value of $250 million (based upon the value set forth 
in the Plan). On July 7,2003, the District Court issued an order approving the proposed settlement. On September 3,2003, one of the Predecessor Company’s 
creditors filed a notice of appeal of this order to the U.S. Court of Appeals for the Second Circuit. On August 6,2003, the U.S. Bankruptcy Court for the 
Southern District of New York issued an order approving the proposed settlement. On August 18,2003, certain creditors filed a notice of appeal of this order to 
the U.S. District Court. Pursuant to agreements entered into in connection with the Second Amended Plan of Reorganization, those creditors withdrew their 
appeals upon the consummation of the Plan. The District Court’s order provides that the funds paid and common stock transferred by the Predecessor Company 
in satisfaction of the SEC’s penalty claim of $2.25 billion will be distributed pursuant to the Fair Funds provisions of the Sarbanes-xley Act of 2002. The 
Company paid $500 million on the Emergence Date and transferred 10 million shares shortly thereafter. 
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On December 17,2003, the United States District Court for the Southern District of New York issued an order further modifying its November 26,2002 order. 
The December 17,2003 order directed the Predecessor Company to submit a report describing the status of certain of the Predecessor Company’s internal control 
efforts to the District Court, Corporate Monitor Richard Breeden, and the SEC; and directed the Predecessor Company to cause Deloitte & Touche LLP 
(“Deloitte”), which has acted as a consultant to the Predecessor Company with respect to internal controls, to submit a similar report. The Predecessor Company 
and Deloitte submitted their reports on December 24,2003. 

The Company has resolved all claims brought by the SEC in this suit. The Company remains subject to the ongoing obligations imposed by the permanent 
injunction entered by the Court on November 26,2002, as modified, including the oversight of Corporate Monitor Richard Breeden. 

ERZS.4 Litigation. On March 18,2002, one current and one former employee filed suit in federal court in California against the Predecessor Company and two of 
its former executive ofticers on behalf of a putative class of participants in the WorIdCom 401(k) plan and its predecessor plans, claiming that defendants 
breached their fiduciary duties under the Employee Retirement Income Security Act (“ERISA”) with respect to the administration of the plans by, among other 
things, misrepresenting the Predecessor Company’s fmancial results and by allowing plan participants to continue to invest in the Predecessor Company’s stock 
as one oftheir plan options. Following the Predecessor Company’s June 25,2002, restatement announcement, participants in 401(k) plans for the Predecessor 
Company and various of its affiliates filed approximately 15 additional putative class action suits against the Predecessor Company and certain of its executive 
officers in federal courts in New York, Mississippi, Florida, Oklahoma, and the District of Columbia. 

On July 10,2002, certain of the Predecessor Company’s directors submitted to the Judicial Panel on Multidistrict Litigation (the “Panel”) motions to centralize 
these actions. On October 8,2002, the Panel issued an order centralizing 39 cases arising under the federal securities and ERISA laws before Judge Denise L. 
Cote in the United States District Court for the Southern District of New York. On September 18,2002, Judge Cote entered an order consolidating the ERISA 
cases pending in the Southern District of New Yo& and thereafter designated lead plaintiffs for the consolidated cases. The Panel subsequently entered final 
orders transferring initial and additional cases to Judge Cote for consolidated or coordinated pretrial proceedings. 

On December 20,2002, the lead plaintiffs filed a consolidated complaint alleging that defendants breached their fiduciary duties under ERISA and seeking 
damages and other relief. The complaint, which was amended January 24,2003, sought to certify a class of persons who participated in the WorldCom 401(k) 
plan and certain predecessor plans during the period from at least September 14, 1998, to the present. On January 24,2003, defendants filed motions to dismiss 
the amended complaint pursuant to Fed.R.Civ.P. 8(a), 9@), and 12@)(6), asserting that the complaint failed to allege that the individual defendants were ERISA 
fiduciaries of the 401(k) Salary Savings Plan ana therefore, cannot be liable for fiduciary breach claims. On June 17,2003, Judge Cote issued a decision granting 
the motion to dismiss filed by the former directors and certain employees and denying the motions, in whole or in part, filed by other defendants. 

On July 25,2003, Judge Cote issued an order establishing a schedule for class certification proceedings, initial discovery and the filing of an amended complaint. 
Lead plaintiffs subsequently filed second and thiid amended complaints pursuant to Judge Cote’s July 25 order. The third amended complaint charges the 
defendants with breaching their fiduciary duties under ERISA. Certain individual defendants filed a joint motion to dismiss the third amended complaint on 
October 13,2003. Briefing on the motion to dismiss was completed on November 14,2003. On January 15,2004, the U.S. Department of Labor filed an amicus 
brief in opposition to the individual defendants’ motion to dismiss. The individual defendants filed a response to the Secretary’s Amicus brief on January 30, 
2004. 
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On September 12,2003, lead plaintiffs also filed a motion for class certification on their claims. The defendants filed a joint motion opposing class certification 
on October 31,2003. 

On July 6,2004, plaintiffs tiled a Motion for Order Preliminarily Approving Settlement, Certifying a Class, and Setting a Fairness Hearing (the “Motion”). 
Attached to the Motion was a fully executed Settlement Agreement between the plaintiffs and the Company, the Company’s fiduciary liability insurance carriers, 
and all of the individual defendants, with the exception of Scott Sullivan and Merrill Lynch Trust Company, F.S.B. (the “Settlement Agreement”). 

The Settlement Agreement provides for the creation of a Settlement Fund consisting of the following: (1) approximately $47 million in cash, and (2) another 
potential amount between $450,000 and $4 million in a promissory note from former WorldCom, Inc. Chief Executive Officer, Mr. Ebbers. The cash will be put 
into the fund by the Company, Mr. Ebbers, and the Company’s fiduciary liability insurance carriers, both primary and excess. The Company’s contribution to the 
settlement fund was approximately $23 million which was paid in September 2004. 

The Settlement Agreement was approved by the Bankruptcy Court and an independent fiduciary for the 401 (k) Plan. On October 15,2004, Judge Cote approved 
the settlement 

State Tux. In conjunction with the Predecessor Company’s bankruptcy claims resolution proceeding, certain states have filed claims concerning the Predecessor 
Company’s state income tax filings and its approach to related-party charges. To date, various states have filed proofs of claims in the aggregate amount of 
approximately $750 million. In addition, the State of Mississippi has filed a claim in the aggregate amount of approximately $2 billion. The Company is in 
discussions with the appropriate state taxing officials on these and other similar issues related to state income taxes owed by the Company and its subsidiaries. 

On March 17,2004, the Commonwealth of Massachusetts on behalf of itself and thirteen other states filed a motion to disqualify KPMG LLP (“KPMG”) from 
serving as the Company’s accountant, auditor and tax advisor on the grounds that KF’MG is not disinterested as required by Section 327(a) of the Bankruptcy 
Code. The Company believes that the filing of this motion is merely a litigation tactic and that the motion has no merit. The bankruptcy court held hearings on 
the motion, at the conclusion of which the bankruptcy court took the matter under advisement. On June 30,2004, the bankruptcy court denied this motion and the 
states have appealed the order denying the motion. 

Other. The Company provides indemnifications of varying scope and size to certain customers against claims of intellectual property infringement made by third 
parties arising from the use of its products as are usual and customary in the Company’s business. Additionally, the Company provides indemnifications in 
certain lease agreements in which it agrees to absorb the increased cost to the lessor resulting from an adverse change in certain tax laws, which are usual and 
customary in leases of these types. The Company evaluates estimated losses for such indemnifications under FASB Interpretation No. 45, “Guarantors ’ 
Accounting and Disclosure Requirements for Guarantees, Including Indirect Guarantees of Indebtedness of Others.” In relation to the indemnification in certain 
lease agreements, as the indemnifications are contingent on tax law changes, the maximum amount of loss cannot be estimated until there is actually a change in 
tax law. To date, the Company has not incurred significant costs as a result of such obligations and has not accrued any liabilities related to such indemnifications 
in the condensed consolidated financial statements. 

In the normal course of business, the Company is subject to other proceedings, lawsuits and claims, including proceedings under government laws and 
regulations related to environmental and other matters. Such matters are subject to many uncertainties and outcomes are not predictable with assurance. 
Consequently, the Company is unable to ascertain the ultimate aggregate amount of monetary liability or financial impact with 
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respect to these matters at September 30,2004. While these matters could affect operating results when resolved in future periods, based on current information, 
the Company does not believe any monetary liability or financial impact would be material to its consolidated financial condition, results of operations, or cash 
flows. The Company, where appropriate, accrued for its estimates to settle outstanding litigation as of September 30,2004 and December 3 1,2003. 

(14) Business Segment Information 

The Company’s business segments represent strategic business units based on the types of customers each segment serves. These business segments consist of 
Enterprise Markets, U.S. Sales & Service, and International & Wholesale Markets. These business segments were determined in accordance with how the , Company’s executive management analyzed, evaluated and operated the Company’s entire global operations since the second quarter of 2004. 

In March 2004, the Company changed its segment reporting by realigning its previous business segments into three new business segments: Enterprise Markets, 
US. Sales & Service, and International & Wholesale Markets. Enterprise Markets serves the following customers which had been served by Business Markets in 
the past: global accounts, government accounts, conferencing and MCI Solutions customers. U.S. Sales & Service serves the previous Mass Markets accounts 

previously included in Business Markets. The Company began operating under these new segments in the second quarter of 2004. 

segments. These costs include expenses associated with the operation of the Company’s network, access costs and costs of services and products, indirect selling, 

~ 

I 
I 

, 
and certain commercial accounts. International & Wholesale Markets serves customers internationally, as well as the Company’s wholesale accounts that were 

, 

In addition, the Company developed methodologies to fully allocate indirect costs that were previously reported in Corporate and Other to the new business 

general and administrative expenses, depreciation and amortization, impairment charges, and corporate functions. The Company allocated the third quarter 
impairment charges using the same methodology used for depreciation and amortization expense. The allocation methodologies are based on statistical and 
operational data that is generated from the Company’s continuing operations. These amounts can fluctuate based upon the performance of the individual 
segments. 

As a result of the realignment of its segments and the allocation of indirect costs on a segment basis, the Company changed the way it manages its business to 
utilize operating income (loss) information to evaluate the performance of its business segments and to allocate resources to them. The Company has restated the 
results of its business segment data for the three and ninemonth periods of 2003 into the new business segments for comparability with current presentation. 

Embratel’s results of operations, which were previously reported in a separate business segment, have been reclassified to discontinued operations for all periods, 
and therefore have been excluded from this business segment information for the three and nine-month periods ended September 30,2004 and 2003. 

I 

Business Segments 

The following is a description of the Company’s business segments: 

Enterprise Markets includes Global and Government Accounts, as well as Conferencing and MCI Solutions businesses. Global Accounts provides 
telecommunications services to large global customers requiring international and complex network services. Government Accounts provides similar 
services to various government agencies. In both cases, these services include local-to-global business data, Internet, voice services and managed 
network services. 

US.  Sales & Service segment serves Mass Markets accounts which include subscription-based residential and very small business accounts, and 
b.ansactiona1 products including 10-10-987, 
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10-10-220, 1-80@COLLECT, MCI Prepaid card, as well as Commercial Accounts which serves small to medium-size business accounts. 
Commercial Accounts also includes the Company’s Skytel business, which provides wireless email, interactive two-way messaging, wireless 
telemetq services and traditional text and numeric paging to customers throughout the United States. 

International & Wholesale Markets provides telecommunications services to business customers and telecommunications carriers in Europe, the 
Middle East and Africa (collectively “EMEA”), the Asia Pacific region, Latin America and Canada. These services include voice 
telecommunications, data services, Internet and managed network services. This segment also serves the Company’s domestic and international 
wholesale accounts. 

I All revenues for the Company’s products and services are generated through external customers. The Company has three main product and service categories: 
Voice, Data and Internet. 

As of September 30,2004, the Company had not developed a methodology to allocate assets among its business segments. As such, no segment asset amounts 
have been reported in the tables below. Financial information for each of the Company’s reportable business segments is as follows (in millions): 

Three-Month Period Ended September 30,2004 (Suceessor Company) 

International & 

Enterprise Markets U.S. Sales & Service Wholesale Markets Total - 

Costs of sales and services 719 1184 1306 3 209 

I27 221 I39 493 
~oss’oa &opc&diqmsitioos L .  ’ 3 ~ $ 7  ‘2  - 2  7 $ 8  
Deprpxation and amortization expenses 

Impairment charges 870 1,627 1,016 3,513 

Operatiig loss $ (765) $ (1,528) $ (1,099) $(3,392) - - 
ThreeMonth Period Ended September 30,2003 (Predecessor Company) 

International & 

Enterprise Markets US. Sales & Service Wholesale Markets Total - 
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NineMooth Period Ended September 30,2004 (Successor Company) 

International & 

Enterprise Markets U.S. Sales & Service Wholesale Markets Total - - 

Internet 506 550 947 2,003 

Impairment charges 870 1,627 1,016 3,513 

NineMonth Period Ended September 30,2003 (Predecessor Company) 

International & 

Enterprise Markets U.S. Sales & Service Wholesale Markets Total - 
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ITEM 2. MANAGEMENT’S DISCUSSIONAND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS 

The following statements (and other statements made by us) are or may constitute forward-looking statements within the meaning of the Private Securities 
Litigation Reform Act of 1995: 

(i) any Statements contained or incorporated herein regarding possible or assumed future results of operations of our business, pricing trends, the 
markets for our services and products, anticipated capital expenditures, our cost reduction and operational restructuring initiatives, regulatory 
developments, or competition; 

(ii) any statements preceded by, followed by, or that include the words “intends. I’ “estimates, ’’ ‘‘believes, ” “expects, ” “anticipates, ’‘ ‘$[ans, I’ 

“projects, ” “should. ‘ I  “could or similar expressions; and 

(iii) other statements contained or incorporaied by reference herein regarding matters that are not historical facts. 

You are cautioned not to place undue reliance on these statements, which speak only as of the date this document is filed. These statements are based on 
management’s current expectations and are subject to uncertainty and changes in circumstances. Factors that may cause actual results to differ materially from 
management’s expectations include, but are not limited to: 

economic uncertainty; 

the effects of vigorous competition, including price compression; 

the impact of technological change on our business and alternative technologies; 

the availability of transmission facilities; 

the impact of oversupply of capacity resulting from excess deployment of network capacity; 

the ongoing global and domestic trend toward consolidation in the telecommunications industry; 

risks of international business; 

regulatory r isks in the United States and internationally; 

* contingent liabilities; 

uncertainties regarding the collectibility of receivables; 

the availability and cost of capital; 

the outcome of pending class action and other lawsuits; 

the findings and outcome of investigations of the Predecessor Company’s past accounting practices and our call routing practices; 



uncertainties associated with the success of acquisitions; and 

each of the factors discussed under “Item I-Business-Risk Factors” in our Annual Report on Form 10-K for the year ended December 3 1,2003. 

The cautionary statements contained or referred to in this section also should be considered in connection with any subsequent written or oral forward-looking 
statements that may be issued by us or persons acting on our behalf. We undertake no duty to update these forward-looking statements, even though our situation 
may change in the future. 

The following discussion should be read in conjunction with the unaudited condensed consolidated financial statements and related notes provided in Part I, Item 
1 herein, and with the Management’s Discussion and Analysis of Financial Condition and Results of Operations and audited consolidated financial statements 
and related notes included in our Annual Report on Form IO-K for the year ended December 3 1,2003. 
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Business Overview 

We are one of the world‘s leading global communication companies, providing a broad range of communication services in over 200 countries on six continents. 
Each day, we serve thousands of businesses and government entities throughout the world and provide voice and Internet communication services for millions of 
consumer customers. We operate one of the most extensive communications networks in the world, comprising approximately 100,000 route miles of network 
connections linking metropolitan centers and various regions across North America, Europe, Asia, Latin America, the Middle East, Africa and Australia. We own 
one of the most extensive Internet protocol backbones, and we are one of the largest carriers of international voice traffic. Our global Internet Protocol (“IP”) 
network has been recognized for the fourth consecutive year by TeleGeogmphy, a research division PriMetrica, Inc. as the world‘s most connected Internet 
backbone playing a critical role in the movement of Internet traffic. Our expansive IP footprint, coupled with our direct interconnections, enables our customers 
to reach more destinations directly through our global IP backbone than any other communications provider. 

Since April 2003, we have conducted our business primarily using the brand name “MCL” As part of our financial reorganization, our predecessor company, 
WorldCom, was merged with and into MCI in April 2004. References herein to MCI, we, our and us are to MCI, Inc. and its subsidiaries and the Predecessor 
Company unless the context otherwise requires. 

In March 2004, we realigned our operations into three new business segments and began operating under these segments in the second quarter of 2004. Effective 
with the realignment, our business segments are as follows: 

Enterprise Markets serves large customers with complex communication requirements that have previously been served by the Business Markets 
segment, including Global Accounts, Government Accounts, Conferencing, and MCI Solutions customers, but excluding medium size commercial 
and wholesale accounts which were previously included in Business Markets. 

* U.S. Sales & Service serves small, mid-sized and corporate customers. In addition, U.S. Sales & Service comprises MCI’s consumer operation 
which includes telemarketing, customer service and direct response marketing. 

International & Wholesale Markets serves businesses, government entities and telecommunications carriers outside the United States as well as the 
wholesale accounts previously included in Business Markets. 

Our industry is undergoing significant changes. On March 2,2004, the U.S. Court of Appeals for the D.C. Circuit (the “D.C. Circuit”) issued a decision which 
vacates and remands many key portions of the Federal Communication Commission’s (“FCC”) Triennial Review Order that had established new federal rules 
governing local telephony competition. In particular, pursuant to challenges by the incumbent local exchange carriers (“ILECs”), the D.C. Circuit vacated the 
unbundling of local switching, which is a critical component of the unbundled network element platform (“UNE-P”) used to serve residential and small business 
customers. The D.C. Circuit’s decision also a f f i e d  the portions of the FCC’s Order that had not required the ILECs to lease unbundled elements for the 
provision of broadband services. Although several petitions were filed at the Supreme Court seeking review of the D.C. Circuit’s decision, the Solicitor General 
and the FCC declined to seek such review. On October 12,2004, the Supreme Court denied the petitions. On remand from the D.C. Circuit, the FCC has 
commenced rulemaking proceedings with the goal of adopting new unbundling rules by December 2004 or early 2005. Until those new rules are in effect, the 
FCC has adopted interim unbundling rules (effective September 13,2004) to maintain certain ILEC unbundling obligations under interconnection agreements as 
they existed prior to the D.C Circuit’s mandate. ILECs are challenging the interim rules in the D.C. Circuit as a violation of the D.C. Circuit’s decision and 
otherwise unlawful, though a ruling on their challenges is not expected in 2004. 

As a result of such decision, MCI will be forced to raise residential phone services prices in some markets and pull out of others, and has reduced its sales efforts 
pending clarity on its future pricing structure. We may take more significant action once final rulemaking on the matter has been completed. 
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Voluntaq Reorganization under Chapter 11 

On July 21,2002, (the “Petition Date”) WorldCom, Inc. and substantially all of its direct and indirect domestic subsidiaries (the “Initial Filers”) filed voluntary 
petitions for relief in Bankruptcy Court under Chapter 11. On November 8,2002, WorldCom filed bankruptcy petitions for an additional 43 of its domestic 
subsidiaries, most of which were effectively inactive and none of which had significant debt (collectively with the Initial Filers, the “Debtors”). Between the 
Petition Date and the Emergence Date, the Debtors continued to operate their businesses and manage their properties as debtors-in-possession. In addition, most 
litigation against the Debtors was stayed. We emerged from bankruptcy on April 20,2004. 

Impairment Charges 

We assess recoverability of our indefinite-lived and long-lived assets to be held and used whenever events or changes in circumstances indicate that their 
canying amount may not be recoverable. Impairment analyses of long-lived and indefinite-lived assets are performed in accordance with Statement of Financial 
Accounting Standards (“SFAS”) No. 144, ‘<Accounting for the Impairment or Disposal of Long-Lived Assets” (“SFAS No. l W ) ,  and SFAS No. 142 “Goodwill 
and Other Intangible Assets” (“SFAS No. 142”). Impairment evaluations are performed at the lowest asset or asset group level for which identifiable cash flows 
are largely independent of the cash flows of other assets or asset groups. We generate most of our cash flows from products and services that are principally 
delivered to customers over our integrated telecommunications network and related intangible assets. Therefore, evaluations are performed at the entity level, 
excluding discontinued operations and assets held for sale, as a single group. 

The industry is in a state of transition where traditional business lines are facing significant overcapacity in the marketplace, pricing pressures, changes in product 
mix, and customers’ continued efforts to reconfigure and consolidate their networks in order to achieve lower overall costs and better efficiencies. Concurrently, 
the industry is migrating to more advanced network technologies and primarily focused around IP based platforms, and customers are requiring more advanced 
network services including network monitoring, traffic analysis, and comprehensive security solutions. The industq has also seen a general migration of 
customers from dial-up services to broadband and various wireless services. Additionally, our regulatory climate deteriorated due to a decision by the U.S. Court 
of Appeals for the D.C. Circuit that invalidated the Federal Communications Commission’s “Triennial Review” local competition rules, which set prices that 
incumbent providers could charge competitive providers such as the Company for WE-P, an essential component of our Mass Market local phone service. 
Although several petitions were filed at the Supreme Court seeking review ofthe D.C. Circuit’s decision, the Solicitor General and the FCC declined to seek 
such review, and the Supreme Court subsequently denied the petitions. The FCC has adopted interim unbundling rules (effective September 13,2004) to 
maintain certain ILEC unbundling obligations under interconnection agreements as they existed prior to the D.C Circuit’s mandate. As a result, our costs for 
providing this service are expected to increase significantly in 2005. Some of our competitors have announced their intentions to exit from this market, and the 
cost increases may force us to reduce efforts to acquire new customers and withdraw from certain markets. We therefore anticipate that revenues from that 
segment will continue to decline. 

Given the market, business and regulatory conditions, we reevaluated our financial forecasts and strategy in the third quarter of 2004 when it became apparent 
that these trends would continue into the future. Updated cash flow and profitability projections and forecasts were developed taking into account both the 2004 
changes in the competitive landscape and the regulatory issues facing us. Our executives reviewed these projections with the Audit Committee of the Board of 
Directors during the thud quarter. 

Based on the revised projections, we determined that an impairment analysis of our indefmite-lived and long-lived assets was required during the thud quarter 
of 2004. In connection with this analysis, we evaluated our property, plant and equipment and definite and indefmite-lived intangible assets, including customer 
lists. We developed estimates of future undiscounted cash flows to test the recoverability of our long-lived and indefinite-lived assets. These estimates were 
compared to the canying values of the assets, which resulted in the conclusion 
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that we could not recover our carrying values through projected fkture operations. With the assistance of an independent thud party valuation specialist, we 
further calculated the fair value of our long-lived and indefinite-lived assets based on the discounted cash flow analyses that utilized the revised management 
projections of revenues and profitability from September 1,2004 through 2009. These projections were used in various scenarios utilizing a weighted average 
cost of capital between 10%-14%, a 2% terminal growth rate, certain working capital assumptions and total entity value assumptions. 

We concluded that the carrying values of our definitelived assets exceeded their estimated fair values by approximately $3.3 billion ($2.8 billion related to 
property, plant and equipment and $478 million related to definitelived intangible assets) and the carrying value of an indefinitelived asset exceeded its 
estimated fair value by approximately $260 million. These amounts represented the difference between the calculated fair values of the assets and their associated 
carrying values, and were recorded as a separate component of operating expenses in the condensed consolidated statements of operations for the three and 
ninemonth periods ended September 30,2004. Our management reviewed the results of the impairment analysis with the Board of Directors, and the Board of 
Directors approved the impairment charge on October 15,2004. 

As a result of the impairment charge of approximately $260 million to an indefinitelived intangible asset, we recognized a $99 million tax benefit which 
reduced our long-term deferred tax liability as the impairment reduced the difference between the book and tax basis. The impairment charges, after taxes, 
contributed approximately $3.4 billion to our net losses for the three and ninemonth periods ended September 30,2004 (loss per share of q10.70) and $(10.62), 
respectively). 

Fresh-Start Reporting 

In accordance with Statement of Position 90-7, “Financial Reporting by Entities in Reorganization Under the Bankruptcy Code” (“SOP 90-7”), we adopted 
fresh-start reporting as of the close of business on December 3 1,2003. Upon applying fresh-start reporting, a new reporting entity (the Successor Company) is 
deemed to be created and the recorded amounts of assets and liabilities are adjusted to reflect their estimated fair value. Thus, the consolidated balance sheet as of 
December 3 1,2003 gives effect to allocations to the carrying value of assets or amounts and classifications of liabilities that were necessary when adopting 
fresh-start reporting. During 2004, we adjusted the carrying value of certain assets and liabilities from the previously estimated values as appraisals and 
valuations were completed. As these adjustments were recorded in each quarter, associated yearto-date depreciation and amortization expense amounts were 
also adjusted for the effects of the changes in carrying values. As of September 30,2004, we completed our assessment of the fair value of our assets and 
liabilities, and as such, no further adjustments will be recorded, except for any adjustments that may be related to deferred tax assets and contingencies as 
discussed below. 

During the second quarter of 2004, we determined that approximately $132 million of property tax liabilities and $1 10 million of other liabilities that should not 
have been adjusted in fresh-start accounting were reduced by approximately $152 million in our application of fresh-start accounting at December 3 1,2003. 
Due to the application of fresh-start reporting, these errors were offset by fresh-start adjustments and therefore had no impact on our 2003 net income. However, 
these errors caused both accounts payable and long-lived assets to be understated by approximately $152 million, representing 0.5% of our total assets of $27.5 
billion and approximately 0.8% of our $19.0 billion total liabilities as of December 3 1,2003, which it determined to be immaterial to our 2003 consolidated 
balance sheet. Our September 30,2004 consolidated balance sheet reflects the correction of these immaterial errors. 

As of December 3 1,2003, we had various net deferred tax assets and tax contingencies which remain unresolved. In accordance with SFAS No. 109, 
“Accountingfor Income Taxes, ” any future changes in these balances that existed as of the fresh-start date wiU be adjusted to intangible assets, until exhausted, 
then to additional paid-in-capital and not through income. 
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The estimates and assumptions used in the valuations are inherently subject to uncertainties and contingencies beyond our control. Accordingly, there can be no 
assurance that the estimates, assumptions, and values reflected in the valuations will be realized, and actual results could vary materially. 

Critical Accounting Policies 

Our discussion and analysis of our financial condition and results of operations is based upon our condensed consolidated financial statements, which have been 
prepared in conformity with accounting principles generally accepted in the United States of America (“GAAP”). The preparation of these financial statements 
requires management to make estimates and assumptions that affect the reported amounts of assets and liabilities and disclosure of contingent assets and 
liabilities at the date of the fmancial statements and the reported amounts of revenues and expenses during the reporting period. We evaluate our assumptions and 
estimates on an ongoing basis and may employ outside experts to assist in our evaluations. We believe that the estimates we use are reasonable; however, actual 
results could differ from those estimates. For a complete discussion regarding our critical accounting policies, refer to our Annual Report on Form 10-K for the 
year ended December 3 I ,  2003. 

Adjustment to Previously Issued Financial Statements 

As reported in the second quarter, we determined that we had recorded in error a restatement entry which had the effect of reducing accounts receivable by $301 
million through a charge to expense in the year ended December 31,2000. The reported 2000 net loss of $48.9 billion should have been $48.6 billion, or 0.5% 
lower, and our assets of $44.2 billion should have been $44.5 billion, or 0.6% higher. In 2001, $35 million of the amount reversed and left a remaining $266 
million understatement of accounts receivable as of December 3 1,2001. This situation remained unchanged until, as a result of the application of fresh-start 
accounting as of December 3 1,2003, the previously expensed $266 million was reversed in our statement of operations as a component of the $22.3 billion 
reorganization gain. Without this expense reversal, our 2003 net income of $22.2 billion would have been $21.9 billion, or 1.2% lower. As a result of the reversal 
of the expense in 2003, the cumulative impact to our December 3 1,2003 consolidated retained earnings was zero. We have assessed the impact on the 2000, 
2001 and 2003 statements of operations as well as the consolidated balance sheets as of December 31,2000,2001,2002 and 2003 and determined that the impact 
was not material to any period. 

The impact of this reduction of accounts receivable in the consolidated balance sheet as of December 3 1,2003 resulted in a misclassification of $266 million 
between accounts receivable and long-lived assets in our allocation of reorganization value under fresh-start accounting. To properly reflect the allocation of 
reorganization value as of December 31,2003, we have reflected a reclassification entry in our consolidated balance sheet as of December 31,2003, as presented 
herein, to reflect an increase of $266 million to our accounts receivable balance and reductions in our property, plant and equipment and intangible assets. Our 
September 30,2004 consolidated balance sheet reflects the impact of this reclassification. 

The adjustment of this item also resulted in a decrease of $6 million to our long-term deferred tax liability which has been reflected in the consolidated balance 
sheet as of December 31,2003 and September 30,2004, as presented herein. 

Consolidated Results of Operations 

Our industry continues to go through a state of rapid transition with excess capacity and technological change placing pricing pressures on traditional business 
lines. At the same time, advanced networking capab es primarily focused on IP platforms are creating new services around network design, monitoring and 
comprehensive security solutions. Prior to 2002, our business was significantly expanded through numerous acquisitions and large capital expenditure programs 
which contributed to a sharp increase in our outstanding debt. In 2002, we filed for reorganization under the U.S. bankruptcy laws. As a result, we undertook 
various initiatives to lower our operating costs, including the reduction of headcount, the elimination of excess facilities, 
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investment in automation, and billing platform integrations. In addition, we undertook various initiatives with the near-term objective of minimizing M e r  
decreases in our revenues, including focusing on the acquisition and retention of customers and continuing to invest in new products and services. We believe 
that the cumulative effects of our cost reduction efforts and the successful execution of our business strategy should enable us to improve our operating results. 

Through July, 2004, we also owned approximately a 19% economic interest and a 52% voting interest in Embratel Participqaes S.A. and subsidiaries 
(“Embratel”), which is a Brazilian voice and data communications company that is operated by its own management and employees. On July 23,2004, we 
completed the divestiture of our 19% equity interest in Embratel and received $350 million, the remaining portion of the $400 million sales price beyond the $50 
million deposit previously received, and recognized a gain on the sale of approximately $9 million in our condensed consolidated statement of operations for the 
K i d  quarter of 2004. For the three and ninemonth periods ended September 30,2004 and 2003, all of Embratel’s operations, as well as other Latin American 
operations included as part of the sale, that were previously included in our consolidated results from continuing operations were reclassified to discontinued 
operations. 

Our condensed consolidated statements of operations for the three and nine-month periods ended September 30,2003 were prepared in accordance with SOP 
90-7, which requires an entity’s statement of operations to portray the results of operations of the reporting entity during Chapter 1 1 proceedings. As a result, 
any income, expenses, realized gains and losses, and provisions resulting from our reorganization are reported separately as reorganization items, except those 
required to be reported as discontinued operations in conformity with SFAS No. 144. 

In March 2004, we realigned our operations into three new business segments and began operating under these segments in the second quarter of 2004. The 
following is a discussion of our consolidated and new business segment results of operations for the three and nine-month periods ended September 30,2004 
and 2003. 
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The following table sets forth, for the periods indicated, our unaudited condensed consolidated statements of operations (in millions): 

Successor Predesessor Successor Predecessor 
Company Company Company Company 

Three-Month Period Nine-Month Period 
Ended September 30, Ended September 30, 

2004 2003 2004 2003 

Interest exuense (contractual interest of $601 and $1,824 for the three and nine-month Deriods 

Reorganization items, net - - 

(Loss) income from continuing operations before 
principle (3,400) *- 224 
Net income (loss) from discontinued operations 2 (4) 

(Loss) income before cumulative effect of a change in accounting principle (3,398) ; (55)  (3,857) 220 
(2 15) Cumulative effect of a change in accounting principle - - - - 

- - - - 
Revenues. For the third quarter and first nine months of 2004, revenue decreased by $893 million, or 15% and by $3.0 billion, or 16% as compared to the same 
prior year periods, respectively. 

Long distance voice services revenue for the third quarter and first nine months of 2004 decreased by $584 million, or 19%, to $2.5 billion from $3.1 billion, and 
by $1.7 billion, or 18%, to $7.9 billion from $9.6 billion as compared to the same prior year periods, respectively. The declines were driven primarily by lower 
rates and volumes. 

Revenue from local voice services for the third quarter and first nine months of2004 increased by $51 million, or 9%, to $604 million from $553 million, and by 
$129 million, or 8%, to $1.8 billion from $1.7 billion as compared to the same prior year periods, respectively. The increases were primarily due to the high 
acceptance of dedicated access products in the commercial markets. 
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Data services revenue, which includes messaging and other revenue, for the third quarter and first nine months of 2004 decreased by $256 million, or 16%, to 
$1.3 billion from $1.6 billion, and decreased by $972 million, or 19%, to $4 billion from $5 billion as compared to the same prior year periods, respectively. The 
decrease was driven primarily by continued rate pressure patially offset by increases in data volumes. 

Internet services revenue for the third quarter and first nine months of 2004 decreased by $104 million, or 14%, to $653 million from $757 million, and decreased 
by $433 million, or 18%, to $2 billion from $2.4 billion as compared to the same prior year periods, respectively. The Internet service revenues decrease resulted 
from the general migration of customers from dial-up services to broadband services. 

~ 

~ 

Operating expenses. 

Access costs. Access costs include costs incurred for the transmission of voice and data traffic over domestic and international networks that we do not own. 
Access costs also include contributions to the Universal Service Fund (“USF) which are paid to a government-established agency, passed on to our customers 
and included in our revenue. Access costs as a percentage of total revenue were 5 1% for the threemonth period ended September 30,2004 as compared to 50% 
for the same prior year period, and 52% for the nine-month period ended September 30,2004 as compared to 48% for the same prior year period. Although flat 
in the third quarter of 2004 as compared to the same prior year period, access costs as a percentage of revenue increased in the nine-month period of 2004 
compared to the same prior year period because the decline in revenues, primarily caused by lower rates, was greater than the decline in access costs. We 
continue to focus on an array of access cost reduction programs including increased numbers of grooms, movement of more traffic on-net and circuit 
optimization to offset negative pricing trends. 

The decreases in access costs of $409 million and $91 1 million during the three and ninemonth periods ended September 30,2004 were primarily due to the 
declines in long distance volumes, partially offset by growth in data and dedicated Internet in the third quarter of 2004. 

Lower revenues resulted in reduced USF contributions of $75 million and $142 million for the third quarter and first nine months of 2004, respectively, as 
compared to the same prior year periods. Additionally, in the second quarter of 2004, we recognized a $95 million benefit regarding contributions to the USF for 
2003 and the first three-month period of 2004. 

We expect our access costs will continue to decline due to our continued cost containment initiatives. These reductions will be partially offset by increased access 
costs for our local voice service, as the decision of the D.C. Circuit Court on the Triennial Review Order combined with recent Public Utility Commission 
mandated rate increases will impact access costs in future quarters. 

Costs of services andproducts. Costs of services and products (“COSP) includes the expenses associated with operating and maintaining our 
telecommunications networks, expenditures to support our outsourcing contracts, technical facilities expenses and other service related costs. 

For the three and ninemonth periods ended September 30,2004, COSP was 12% of our consolidated revenue, as compared to 11% for the same prior year 
periods. Actual expenses decreased by $17 million and $169 million for the three and nine-month periods ended September 30,2004, respectively, as compared 
to the same prior year periods. The decreases were primarily attributable to our continued cost-cutting initiatives including force reductions, reductions to third 
party customer affinity programs and lower repairs and maintenance expenses. Salary expense declined by $25 million and $63 million, respectively, during the 
three and ninemonth periods ended September 30,2004 as compared to the same prior year periods, primarily due to headcount reductions. These decreases 
were offset by increases in severance expenses of $9 million and $41 million for the third quarter and nine months of 2004, respectively, from OUT workforce 
reductions. 
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Sefhg ,  general and administrative expenses. Selling, general and administrative (“SG&A”) expenses include sales, customer service and marketing expenses, 
information services costs, bad debt expense, and corporate administrative costs, such as finance, legal and human resources. 

I We continued to incur reorganization costs during the three and ninemonth periods ended September 30,2004 and will continue to experience reorganization 
expenses for professional fees and other bankruptcy costs. As we adopted the provisions of freshstart reporting on December 3 1,2003, for accounting purposes, 
reorganization expenses and changes in estimates of reorganization items previously accrued have been included in SG&A expenses. For the three and 
ninemonth periods ended September 30,2004, the amounts of such expenses were $1 1 million and $37 million, respectively, and were for professional services 
related to our bankruptcy proceedings. 

The decreases in SG&A expenses of $401 million and $669 million for the third quarter and fmt nine months of 2004, respectively, as compared to the same 
prior year periods, were primarily related to changes in our business strategy, as well as continued cost-cutting and process improvement initiatives. In the third 
quarter and fmt nine months of 2004, we experienced declines in advertising costs of $136 million and $349 million, respectively, as compared to the same prior 
year periods as we continue to adjust our marketing strategy in response to unfavorable regulatory developments. Also, we have seen an improvement to 
historical levels of receivable collections which has provided the basis for us to reduce our estimate for bad debt expense which, in combination with lower 
revenues, resulted in lower bad debt expense of $36 million and $165 million during the third quarter and first nine months of 2004, respectively, as compared to 
the same prior year periods. 

Additionally, we experienced a decrease of $88 million and $29 million in outside services in the third quarter and nine months of 2004, respectively, as 
compared to the same prior year periods. The decrease was mainly due to the significant accounting fees that were incurred during the third quarter of 2003 to 
assist with our restatement efforts, and decreased legal and professional fees in 2004. 

Compensation expense declined $123 million and $190 million for the third quarter and for the first nine months of 2004, respectively, reflecting the force 
reductions and lower commission expenses. These reductions in expense were partially offset by increased severance expenses during the third quarter and fnst 
nine months of 2004 of $3 million and $1 15 million, respectively, from our workforce reductions. 

We also were able to realize benefits in our SG&A expenses due to certain adjustments recorded in the second quarter of 2004 including $44 million from certain 
provisions of our outsourcing agreement with EDS, a $20 million reduction in bad debt expense from our equity investment in Avantel, and an $1 1 million 
benefit from the settlement of creditor claims during our on-going settlement process. In the third quarter of 2004, we increased the bad debt expense from our 
equity investment in Avantel by $8 million and we recorded $14 million of settlement losses related to bankruptcy claims. 

Depreciation and altlortizution Depreciation and amortization expense decreased by $109 million and $137 million for the three and nine-month periods ended 
September 30,2004 as compared to the same prior year periods. The changes in the three and nine-month periods were primarily due to decreases in our asset 
carrying values related to recognition of impairment charges during the third quarter of 2004 and changes in our asset canying values resulting from the 
implementation of freshstart reporting as of December 31,2003 (which reduced depreciation and amortization expense by $39 million in the third quarter and is 
expected to reduce the expense by approximately $190 million in the fourth quarter). 

Impairment charges. During the three-month period ended September 30,2004, we recorded impairment charges of approximately $3.5 billion to adjust the 
carrying values of our long-lived assets and indef~te-lived intangible assets. Refer to “Management’s Discussion and Analysis ofFinancial Condition and 
Resulfs of O;oeratrons-Impairment Charges” for additional details of the impairment charges. 

Interest expense. Interest expense increased by $85 million and $219 million during the three and nine-month periods ended September 30,2004, respectively, 
as compared to the same prior year periods. This increase 
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primarily reflected the recognition of interest expense on our Senior Notes that were issued on the Emergence Date as well as the $1 14 million in non-cash 
interest expense related to the accretion of the discount on these Senior Notes recognized from January 1,2004 through the Emergence Date. No interest expense 
was paid or recognized in 2003 on our outstanding long-term debt during our bankruptcy. We expect interest expense in 2004 to be significantly higher than 
interest expense recorded in 2003 as a result of the issuance of the Senior Notes in 2004. 

Miscellaneous income, net Miscellaneous income decreased by $52 million and increased by $32 million during the three and nine-month periods ended 
September 30,2004, respectively, as compared to the same prior year periods. Included in the third quarter and nine month periods of 2004 was income from the 
fluctuation in foreign exchange rates of $17 million and $24 million, respectively, compared to income of $69 million and expense of $42 million, respectively, 
in the same prior year periods. Additionally, we recognized a gain of $8 million from the sale of an equity investment for $9 million in the third quarter of 2004. 

Reorganization items. From the Petition Date to our adoption of fresh-start reporting as of December 3 1,2003, we classified certain expenses as reorganization 
items in accordance with SOP 9C-7. Reorganization items do not include any revenues or expenses that must be reported as related to discontinued operations. In 
the three and ninemonth periods ended September 30,2003, we recorded reorganization items which were net expenses of $1 10 million and $470 million, 
respectively. The following table sets forth the components of these items (in millions): 

Predecessor Company 

ThreeMonth Nine-Month 
Period Ended Period Ended 

September 30,2003 September 30,2003 - 

Gains on settlements wlrh creditors 9 45 
Inkht'income .earn& cy ttik dehtor entiti&&ingieor&tiou 10 28 

Contract rejection and lease termination expenses resulted from the rejection of executory contracts and leases as part of our financial reorganization under the 
bankruptcy laws. Employee retention and severance costs were incurred in connection with either retaining certain employees in order to complete our financial 
reorganization or reducing personnel levels as part of the restructuring of our business operations. These expenses were partially offset by interest income earned 
on our accumulated cash balances. 

Reorganization items included both cash and non-cash expenses. The cash expenditures for reorganization items for the three and nine-month periods ended 
September 30,2003 were $38 million and $158 million, respectively. 

We continued to incur reorganization costs during the three and ninemonth periods ended September 30,2004 and will continue to experience reorganization 
expenses for professional fees and other bankruptcy costs. As we adopted the provisions of freshstart reporting on December 3 1,2003, for accounting purposes, 
reorganization expenses and changes in estimates related to reorganization items previously accrued have been included in selling, general and administrative 
expenses in the consolidated statement of operations. The amounts of such expenses were approximately $1 1 million and $37 million for the three and 
ninemonth periods ended September 30,2004, respectively, and were for professional services related to our bankruptcy proceedings. 
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Income tar (benefit) expense. Income tax benefit was $61 million and $8 million in the three and ninemonth periods ended September 30,2004, respectively, 
and income tax expense was $80 million and $252 million, respectively, in the three and nine-month periods ended September 30,2003. In the threemonth 
period ended September 30,2004, we recognized a $99 million income tax benefit as a result of an impairment charge to reduce the carrying value of our 
indefinite-lived assets. Offsetting this benefit in the three and nine-month periods of 2004 and for all of 2003, we recorded income tax expense which was 
primarily attributable to state income taxes, taxes on the income of our international subsidiaries and the establishment of reserves for tax contingencies. Included 
in the tax provision are changes to foreign tax reserves from the effects of changes in foreign currency exchange rates. 

Cumulative e@ct of a change in accountingprinciple. We recorded a $215 million charge as the cumulative effect of a change in accounting principle in the 
nine-month period ended September 30,2003 as a result of our adoption of SFAS No. 143, "Accounting for Asset Retirement Ubligutions. " This charge 
represented the aftertax difference between the obligation recorded for estimated future retirement costs related to certain long-lived assets and additions to 
assets to be depreciated. 

Net (loss) income. For the three-month period ended September 30,2004, our net loss was approximately $3.4 billion as compared to net loss of $55 million in 
the same prior year period. The primary factors causing this decrease were impairment charges of approximately $3.5 billion, an increase in interest expense of 
$85 million, and a reduction of $893 million in revenues, partially offset by decreases of $937 million in operating expenses and $1 10 million in reorganization 
items. 

For the ninemonth period ended September 30,2004, our net loss was approximately $3.9 billion as compared to net income of $5 million in the same prior 
year period. The primary factors causing this decrease were impairment charges of approximately $3.5 billion recorded in 2004, an increase in interest expense 
recorded in 2004 of $219 million, and a reduction of approximately $3.0 billion in revenues, partially offset by an approximate $1.9 billion decrease in operating 
expenses, a $470 million decrease in reorganization items, and a $215 million decrease in cumulative effect of a change in accounting principle. In addition, the 
results of operations for the nine-month period ended September 30,2004 included benefits from creditor settlements, as recorded and reported in the second 
quarter of 2004, of $51 million ($32 million in revenue and $19 million in access costs). 

Segment Results of Operations 

In March 2004, we changed our segment reporting by realigning our previous business segments into three new business segments: Enterprise Markets, U.S. 
Sales & Service, and International & Wholesale Markets. Enterprise Markets serves the following customers which had been served by Business Markets in the 
past: global accounts, government accounts, MCI Solutions and Conferencing. US. Sales & Service serves the previous Mass Markets accounts and certain 
commercial accounts. International & Wholesale Markets serves customers internationally, as well as our wholesale accounts that were previously included in 
Business Markets. We began operating under these new segments since the second quarter of 2004. 

In addition, we developed methodologies to fully allocate indirect costs that were previously reported in Corporate and Other to the new business segments. 
These costs include expenses associated with the operation of our network, access costs and cost of services and products, indirect selling, general and 
administrative expenses, depreciation and amortization, impairment charges, and corporate functions. The allocation methodologies are based on statistical and 
operational data that is generated from our continuing operations. These amounts can fluctuate based upon the performance of the individual segments. 

We have changed the way we manage our business to utilize operating income (loss) information to evaluate the performance of our business segments and to 
allocate resources to them. Accordingly, we have restated our results of segment operations data for the three and nine-month periods of 2003 into the new 
business segments for comparability with the current presentation. 

All revenues are generated through external customers from three main product and service categories: Voice, Data, and Internet. 
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Our impairment charges recorded in the third quarter of 2004 were allocated to the each of our business sements based on the same methodolow used to 

-2 

allocate depreciation and amortization expense. Refer to "Management's Discussion and Analysis ofFina&ial Condition and Results of 
Operations-lmpaiment Charges" for additional details of the impairment charges. 

Financial information for each of our reportable business segments and revenue product lines is as follows: 

Enlerprise Markets 

This segment includes Global and Government Accounts, as well as our Conferencing and MCI Solutions businesses. Global Accounts provides 
telecommunications services to large global customers requiring international and complex network services. Government Accounts provides similar services to 
various government agencies. In both cases, these services include local-to-global business data, Internet, voice services and managed network services. 

During the three and ninemonth periods ended September 30,2004 and 2003, the operating income (loss) of our Enterprise Markets segment was as follows (in 
millions): 

Predecessor Successor Predecessor Successor 
Company Compauy Company Company 

ThreeMonth Period Nine-Month Period 
Ended September 30, Ended September 30, 

- - 

2004 2003 2004 2003 - - 

$ 454 $ 465 $1,375 $ 1,460 
517 622 1,723 ' 3 1,960 '. t , .  Voice 

&& 1 ' { > I .  , I  '>  . . 
Internet 161 206 506 668 - - 

- 870 Impairment charges 870 - - - 
- - - - 

Revenus. For the three and nine-month periods ended September 30,2004, Enterprise Markets revenue was 23% of our consolidated revenue versus 22% for 
the same prior year periods. 

Voice services revenues decreased by $11 million and $85 million for the three and ninemonth periods ended September 30,2004, respectively, as compared to 
the same prior year periods. Rate decreases accounted for all of these declines. Revenues for Global voice services were flat during the third quarter of 2004 as 
compared to the same prior year period and decreased by $61 million in the nine-month period of 2004 as compared to the same prior year period, reflecting 
lower price levels across this business. 

Data services revenues decreased by $45 million and $237 million, respectively, for the three and nine-month periods ended September 30,2004 as compared to 
the same prior year periods. These decreases were primarily due to price declines resulting f?om excess capacity in the marketplace, changes in product mix and 
customers' efforts to reconfigure their networks. 

Internet services revenues decreased by $45 million and $162 million, respectively, for the three and nine-month periods ended September 30,2004, as 
compared to the same prior year periods reflecting the general migration of customers from dial-up to broadband services. 
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The Enterprise Market segment continues to focus on its solutions lines of business with emphasis on local and wide area network management, integrating 
contact centers, hosting and comprehensive security services supporting our overall movement to IP-based platforms. 

Cos& of sales andservices. Costs of sales and services were 60% and 61% of segment revenues for the three and ninemonth periods ended September 30, 
2004, respectively, as compared to 60% and 59% for the same prior year periods. Actual expenses decreased by $60 million and $197 million for the three and 
ninemonth periods, respectively, as compared to the same prior year periods. Costs decreased primarily due to both reduced repairs and maintenance and due to 
OUT continued reductions in workforce. As reported in the second quarter of 2004, the segment recognized a $26 million benefit regarding contributions to USF 
related to 2003 and the fKst threemonth period of 2004. 

Selling, general and administrative erpenses. SG&A expenses decreased by $49 million and $10 million for the three and nine-month periods ended September 
30,2004, respectively, as compared to the same prior year periods. Expenses have declined over the threemonth period ended September 30,2004 as compared 
to the same period in 2003 due to workforce reductions that occurred earlier in the year. 

Operating (loss) income. Operating losses were $765 million and $700 million for the three and nine-month periods ended September 30,2004, respectively, as 
compared to operating income of $56 million and $364 million, respectively, in the same prior year periods. The operating losses for the 2004 periods were 
primarily attributable to $870 million of impairment charges recorded in the third quarter. Additionally, decreases in operating income were driven by lower 
revenues resulting from product mix and rate compression, which were not fully offset by decreases in costs of sales and services and SG&A expenses. 

US. Sales & Service 

This segment serves Mass Markets accounts which include subscription-based residentia1 and very small business accounts, and transactional products including 
10-10-987, 10-10-220, 1-SOO-COLLECT, MCI Prepaid card, as well as Commercial Accounts which serves small to medium-size business accounts. 
Commercial Accounts also includes our Skytel business, which provides wireless email, interactive two-way messaging, wireless telemetry services and 
traditional text and numeric paging to customers throughout the United States. 

For the three and ninemonth periods ended September 30,2004 and 2003, the operating (loss) income of our U.S. Sales & Service segment was as follows (in 
millions): 

Successor Predecessor Successor Predecessor 
Company Company Company Company 

Three-Month Period NineMontb Period 
Ended September 30, 

- - 
Ended September 30, 

2004 2003 2004 2003 

Costs of sales and services 1184 1394 3 770 4 375 

Impairment charges 1,627 - 1,627 

44 



Table of Contents 
Revenues. For the three and nine-month periods ended September 30,2004, U.S. Sales & Service revenues were 44% of consolidated revenues. For the three 
and ninemonth periods ended September 30,2003, U.S. Sales & Service revenues were 45% and 46% of consolidated revenues, respectively. 

Muss Markets. For the three and nine-month periods ended September 30,2004 and 2003, the amounts of, and changes in, the product line revenues of our Mass 
Markets business were as follows (in millions): 

Successor Predecessor 
Company Company -- 

Successor Predecessor 
Company Company -- 

Three-Month Period Increase Nine-Month Period Increase 
Ended September 30, (decrease) Ended September 30, (decrease) 

2004 2003 S % 2004 2003 IE % - ~ - -  

17 6 35% Other services 8 5 3 60% 23 - - -  - - -  

- - -  
The decreases in subscription service revenues for the three and nine-month periods ended September 30,2004 were principally the result of continuing 
long-distance volume declines (reflecting a lower number of customers and lower usage per customer) of $176 million and $638 million, respectively, as 
compared to the same prior year periods. These decreases in long-distance were due to “Do-Not-Call” regulations, reduced advertising spending, increased 
competition and the decline in the wireliie long-distance market. Rate declines also contributed to the decrease in long-distance revenue in the amounts of $67 
million and $306 million for the three and nine-month periods ended September 30,2004, respectively, as compared to the same prior year periods. Rate 
declines were driven by a continual migration of customers to lowerpriced calling plans and increased competition. Partially offsetting these decreases were 
increases in revenues from our local service offering of $53 million and $227 million in the three and nine-month periods of 2004, respectively, as compared to 
the same prior year periods. 

Consumers of our Mass Markets subscription services are primarily long distance customers; however, local subscription customers may also purchase long 
distance services. The number of our long distance customers declined by approximately 26% and 27% for the three and nine-month periods ended September 
30,2004, respectively, as compared to the same prior year periods. These decreases were mainly driven by a decrease in sales as a result of the “Do Not Call” 
regulations, lower advertising and RBOC competition. The number of local subscription customers increased by approximately 3% and 13% for the three and 
ninemonth periods ended September 30,2004, respectively, as compared to the same prior year periods. These percentage changes exclude small business 
customers of Mass Markets. 

The decrease in Mass Markets revenues also reflected a decline in revenues from transaction services. This decrease was driven by reduced advertising spending 
for transaction services, product mix and the decline in the wireline long-distance market. 

We are continuing to evaluate how the anticipated rise in UNE-P access costs will impact our ability to profitably provide Mass Markets subscription services, 
and the cost increase may force us to withdraw from certain markets. As a result, new local service account installs and revenue may decrease from current levels 
in future periods. In addition, we expect continuing negative impact on Mass Markets subscription revenue from “Do Not Call” regulations, product substitution, 
competition, and customer migration to lower-priced calling plans and products. Transaction services revenues are expected to continue to decline due to our 
reduction of advertising and the dedine in the wireline long-distance market. 
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CommerchlAccounts For the three and ninemonth ueriods ended Seutember 30.2004 and 2003, the amounts of. and changes in. the nroduct line revenues of - I .  
our Commercial Accounts business were as follows ( i i  millions): 

Successor Predecessor Successor Predecessor 
Company Company Company Company - -  --  

Three-Month Period Increase Nine-Month Period Increase 
Ended September 30, (decrease) Ended September 30, (decrease) 

2004 2003 s Yo 2004 2003 5 % - - - -  - - - -  

The product mix during the third quarter 2004 included a greater percentage of Internet service revenue as compared to the same prior year period. This 
improved product mix resulted from a growing trend towards IP based services, which, as a percentage of our segment revenue, increased by 3% and 2% in the 
three and ninemonth periods ended September 30,2004, respectively, as compared to the same prior year periods. 

Voice revenue decreases during the third quarter and first nine months of 2004 were driven by rate declines and lower voice volumes reflecting competitive 
market conditions and technology substitution. Voice volumes were impacted by chum among small and medium business customers, and by product and 
technology substitution. 

Data service revenues decreased by $99 million and $335 million, respectively, for the three and ninemonth periods ended September 30,2004, as compared to 
the same prior year periods. The decline in revenue was primarily driven by lower rates associated with changes in product mix. 

Internet revenues increased by $5 million, or 3%, during the third quarter of 2004, but decreased by $36 million, or 6%, for the first nine months of 2004 as 
compared to the same prior year periods. In the third quarter of 2004, continued growth in our existing customer base as well as the introduction of new products 
to both new and existing customers slightly reversed the nine-month period trend towards declining revenues that was a result of both rate compression and the 
migration from did-up to broadband. We are also beginning to see a growing trend for business customers converting their traditional frame and ATM networks 
to IP Centric service-and the result has been revenue growth of our IP VPN and Private IP solutions. 

The Commercial Accounts segment is expected to benefit from a growing focus on delivering solutions to customers in the areas of IP communications, hosting, 
managed network services, security and contact center services. 

Costs of sales and services. Costs of sales and services were 53% and 54% of segment revenues for the three and ninemonth periods ended September 30, 
2004, respectively, as compared to 52% and 5 1% for the same prior year periods. Actual expenses decreased by $210 million and $605 million for the three and 
ninemonth periods, respectively, as compared to the same prior year periods. The increases as a percentage of revenue over the ninemonth period ended 
September 30,2004 were partially offset by a $65 million benefit recorded in the second quarter regarding contributions to the USF related to 2003 and the first 
three-month period of 2004. In addition, over the ninemonth period of 2004, we reduced repairs and maintenance expenses, and have continued to reduce our 
workforce, which has reduced our compensation expenses. These reduced compensation expenses were offset by increased severance expenses related to our 
workforce reductions. 

Selfing, general and adminisfrative expenses. For the three and nine-month periods ended September 30,2004, SG&A expenses decreased by $254 million and 
$539 million, respectively, as compared to the same prior 
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year periods. Our SG&A costs have decreased due to lower advertising costs, headcount reductions in our call centers and S U D D O ~ ~  functions. and lower billing 
costs-due to the increasing mix of direct-billed customers. During theihree and nine-month period of 2004, SG&A was addGionally impacted by lower bad zebt 
expense from lower revenues. The decreases in SG&A expenses for the ninemonth period in 2004 as compared to the same prior year period were partially 
ofket by severance expenses. I 

I Operating (loss) income. For the threemonth period ended September 30,2004, U.S. Sales & Service had an operating loss of approximately $1.5 billion as 
compared to operating income of $98 million for the same prior year period. For the nine-month period ended September 30,2004, US. Sales & Service had an 
operating loss of $1.5 billion as compared to operating income of $678 million for the same prior year period. The operating loss for the three and ninemonth 
period was primarily attributable to an approximate $1.6 billion impairment charge recorded in the third quarter of 2004. During the threemonth period ended 
September 30,2004, as compared to the same prior year period, U.S. Sales and Service experienced lower revenues due to changes in product mix and rate 
compression, but these lower revenues were directly offset by decreases in costs of sales and services and selling, general, and administrative expenses. During 
the ninemonth period ended September 30,2004, as compared to the same prior year period, the lower revenues were not fully offset by decreases in costs of 
sales and services and selling, general and administrative expenses. 

International & Wholesale M a r k  

This segment provides telecommunications services to business customers and telecommunications carriers in Europe, the Middle East and Africa (collectively 
"EMEA"), the Asia Pacific region, Latin America and Canada. These services include voice telecommunications, data services, Internet and managed network 
services. This segment also serves our domestic and international wholesale accounts. 

During the three and ninemonth periods ended September 30,2004 and 2003, the operating loss of our International & Wholesale Markets segment was as 
follows (in millions): 

Successor Predecessor 
Company 

Predecessor Successor 
Company Company Company 

Three-Month Period Nine-Montb Period 
Ended September 30, Ended September 30, 

2004 2003 2004 2003 - 

Internet 

Impairment charges 1,016 - 1,016 - 



Table of Contents 
Revenues. For the three and ninemonth periods ended September 30,2004, international & Wholesale Markets revenues were 32% and 33%, respectively, of 
our consolidated revenues as compared to 33% and 32%, respectively, for the same prior year periods. 

Successor Predecessor Successor Predecessor 
Company Compauy Company Company 

ThreeMonth Period Nme-Month Period 
Ended September 30, Ended September 30, 

- - 

2004 2003 2004 2003 - - 
* k. - "  * r -  . .# - -  - ,'bi p i, $,$$ 

Wholesale 728 1,048 2,43 1 3,163 

Total International & WholesaleMarkets Reveiues li s I .  j $1,646 . $ '1,$8S' 1 $5,156 2:  '4'6,010 

Infernarionaf Markets Revenues. During the three and nine-month periods ended September 30,2004 and 2003, the amounts of, and changes in, the product 
line revenues of International were as shown in the table below (in millions): 

Successor Predecessor Successor Predecessor 
Company Company Company Company - -  --  

ThreeMonth Period Increase Nine-Month Period Increase 
Ended September 30, (decrease) Ended September 30, (decrease) 

2004 2003 s Ye 2004 2003 s Ye - - - -  - - - -  

- - -  - - -  
Total-lnternational Revenues $918 $ 934 $(is) (2)% $2.725 $ 2,847 j '  $(122) . (4)% 

For the three and ninemonth periods ended September 30,2004, International revenues were 56% and 53% of segment revenues versus 47% as compared to the 
same periods in 2003. International revenue decreased by $19 million and $122 million for the three and nine-month periods ended September 30,2004, 
respectively, as compared to the same prior year periods. The revenues decrease was primarily due to continued rate declines which were partially offset by 
favorable foreign currency exchange rate movements. 

International voice services revenue increased by $15 million and $12 million for the three and nine-month periods ended September 30,2004, respectively, as 
compared to the same prior year periods. Increases were due to volume increases of 7% and 9% during the three and nine-month periods ended September 30, 
2004, respectively, as compared to the same prior year periods in 2003. In addition, the first nine months of 2004 voice revenues were also positively impacted, 
primarily in the first quarter of 2004, by an increase of higher rate mobile traffic and voice terminations to higher rate countries. These increases were more than 
offset by rate declines in the International channel. 

International data revenues decreased by $20 million and $60 million for the three and nine-month periods ended September 30,2004, respectively, as compared 
to the same prior year periods, while international internet revenues decreased by $14 million and $74 million, respectively, as compared to the same prior year 
periods. Data and internet services revenues decreased as a result of rate compression and the general migration of customers from dedicated-access services to 
DSLaccess services. Competition and pricing pressures have negatively impacted data and internet revenues during the third quarter and the first nine months of 
2004. The first nine months of 2004 were also impacted by a decline in Internet services revenues in selected Asian markets, such as the Japan dial business, 
where we chose to exit from several low margin small customer accounts, commencing in the third quarter of 2003. 

International revenues were positively affected by changes in foreign currency exchange rates that contributed approximately $61 million and $218 million to 
revenues for the three and ninemonth periods ended September 30,2004, respectively, as compared to the same prior year periods. 
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We expect pricing and margin pressure to continue notably in the small, medium business segments where competition from the local PTT's is the most intense. 
To react to these conditions, we are focusing our emphasis on large retail customers with global communications needs. 

Wholes& Revenues. Wholesale revenues relate to domestic wholesale, which includes all wholesale traffic sold in the United States, as well as traffic that 
originates in the United States and terminates in a different country. During the three and nine-month periods ended September 30,2004 and 2003, the amounts 
of, and changes in, the product line revenues of Wholesale were as shown in the table below (in millions): 

Successor Predecessor 
Company Company - -  

Successor Predecessor 
Company Company - -  

Three-Month Period Increase Nine-Month Period Increase 
Ended September 30, (decrease) Ended September 30, (decrease) 

2004 2003 $ % 2004 2003 s % - - - -  - - - -  

Total Wholesate Revenues $728 ' $ .L 1,048 \.* %(320) 'I "(31)% - '  $2,h31 $.' 3,163 : $(732) a (23)% 

For the three and ninemonth periods ended September 30,2004, Wholesale revenues were 44% and 47% of segment revenues versus 53% for the same prior 
year periods. 

Wholesale revenues were $728 million and $2.4 billion, respectively, for the three and nine-month periods ended September 30,2004, down 3 1% and 23%, 
respectively, compared to the same prior year periods, reflecting a recent change in strategy to exit our relationships with certain WE-P suppliers. In addition, 
we have eliminated certain incentive discounts for wholesale clients and tightened credit controls. 

Voice revenues decreased by $176 million and $224 million for the three and ninemonth periods ended September 30,2004, respectively, as compared to the 
same prior year periods, primarily from pricing pressure and lower volumes. 

Data revenues decreased by $92 million and $334 million for the three and nine-month periods ended September 30,2004, respectively, as compared to the 
same prior year periods. These decreases were primarily due to continued price compression which is a result of overcapacity in the marketplace and the 
continuing financial difficulties of some of our wholesale customers. 

Internet revenues decreased by $52 million and $174 million for the three and nine-month periods ended September 30,2004, respectively, as compared to the 
same prior year periods. These decreases were due to both lower rates from renegotiations of certain customer contracts and to decreased volumes of 14% for the 
three-month period and 20% for the nine-month period, as the industry shifts from dial-up to broadband services. 

Costs of sales and services. Costs of sales and services were 79% of segment revenues for the three and nine-month periods ended September 30,2004, 
respectively, as compared to 74% and 73% in the same prior year periods. Costs decreased by $156 million and $278 million for the three and nine-month 
periods ended September 30,2004, respectively, as compared to the same prior year periods. International costs decreased as a result of workforce reductions and 
lower repairs and maintenance expense, partially offset by higher severance costs. International costs were also affected by changes in foreign currency exchange 
rates that increased costs by approximately $43 million and $154 million for the three and ninemonth periods ended September 30,2004, respectively, as 
compared to the same prior year periods. 
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Selling, general and administrative expenses. For the three and nine-month periods ended September 30,2004, SG&A expenses decreased by $98 million and 
$120 million, respectively, as compared to the same prior year periods. These decreases were a result of lower headcount and reduced bad debt expense from 
lower revenues and successful collection efforts. The international business also received a benefit of approximately $38 million from favorable consumption tax 
settlements during the second quarter of 2004. Increases in the SG&A line item were mostly due to severance expenses incurred as a result of our reductions in 
force. In addition, selling, general and administrative expenses were also affected by changes in foreign currency exchange rates that increased costs by 
approximately $9 million and $37 million for the three and ninemonth periods ended September 30,2004, respectively, as compared to the same prior year 
periods. 

Operating (loss) income. Operating losses were approximately $1.1 billion and $1.4 billion for the three and nine-month periods ended September 30,2004, 
respectively, as compared to operating losses of $77 million and $50 million, respectively, in the same prior year periods. The operating losses for the three and 
ninemonth periods of 2004 were primarily attributable to an approximate $1.0 billion impairment charge recorded in the third quarter of 2004. Additionally, 
decreases in operating income were driven by lower revenues that were not fully offset by reductions in costs of sales and services and SG&A expenses. 

Financial Condition 

As a result of our business activities through 2004, including OUT emergence from bankruptcy and significant payments to settle bankruptcy claims, divestiture of 
non-core assets, and the recording of impairment charges, our consolidated balance sheet has significantly changed since yearend 2003. The following table, 
and associated discussion, sets forth the condensed consolidated balance sheet as of the dates indicated (in millions): 

Successor Company 

As of As of 
September 30,2004 December 31,2003 

Long-term assets 7,6 17 14,942 

Cash and cash equivalents. Cash and cash equivalents decreased by $590 million from December 31,2003, primarily due to the removal of Embratel’s cash 
balance ($595 million at December 3 I, 2003) and payments of bankruptcy claims since our Emergence Date in the amount of $1.1 billion, capital expenditures of 
$650 million, partially offset by the collection of $629 million from the sale of assets and cash flows from operations during the period. We completed the sale of 
Embratel in the third quarter of 2004. Refer to “Management’s Discussion and Analysis of Financial Condition and Results of Operations-Liquidity and Capital 
Resources” for further details. 

Other current assets. Other current assets decreased by approximately $1.7 billion from December 3 1,2003, primarily due to a decrease in net accounts 
receivable of approximately $1.4 billion from better collections and lower revenues, the elimination of Embratel’s accounts receivable balance ($556 million at 
December 31,2003), and a decrease of $176 million from sales of non-core assets included as assets held for sale as of December 3 1,2003. 
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Long-term assets. Long-term assets, primarily property, plant, and equipment and intangibles, decreased by approximately $7.3 billion from December 3 1, 
2003 due to the elimination of Embratel's fixed asset balance (approximately $2.0 billion at December 3 1,2003), impairment charges of approximately $3.5 
billion, depreciation expense net of capital additions of approximately $760 million, and the elimination of Embratel's deferred tax balance ($607 million at 
December 3 1,2003). 

Current liabilities. Current liabilities decreased by approximately $3.0 billion from December 3 I, 2003, primarily due to the elimination of Embratel's liabilities 
(approximately $1.2 billion at December 3 1,2003) and a decrease of approximately $1.5 billion in other current liabilities primarily from the settlement of 
amounts due to creditors leaving approximately $900 million yet to be paid. 

Long-term debt Long-term debt decreased by approximately $1.2 billion from December 31,2003, primarily due to the removal of Embratel's debt obligations 
from our consolidated balance sheet. 

Other long-term liabilities. Other long-term liabilities decreased by approximately $1.4 billion from December 3 1,2003, primarily due to the elimination of 
Embratel's minority interest (approximately $1.2 billion at December 3 1,2003). 

Liquidity and Capital Resources 

Current Liquidity 

The table below is a summary of our cash and cash equivalents as of September 30,2004 and December 3 1,2003 (in millions): 

Successor Company 

As o i  As of 

September 30,2004 December 31,2003 - 
WithoutEmbratel ' '' . 0, * L  $5,588 .3,583 ' #  

595 Embratel cash and cash equivalents balance - 
- 

- 
The table above shows Embratel's cash and cash equivalents at December 31,2003. Throughout the period of our ownership of an equity interest in Embratel, it 
was not a wholly-owned subsidiary and was operated by its own management and employees. Consequently, our ability to access Embratel's cash and cash 
equivalents for our corporate purposes was significantly limited. On July 23,2004, we completed the sale of our 19% economic interest and 52% voting interest 
in Embratel, and realized proceeds of approximately $400 million. 

Our principal cash needs consist of capital expenditures, debt service, dividends, and payments made pursuant to the Plan of Reorganization. The Plan includes 
the payment of approximately $2.6 billion in cash to settle certain creditor claims. Some payments were made prior to our emergence from bankruptcy and some 
expected payments will not be made as a result of some claims being reduced since the Plan was confirmed. As of September 30,2004, our estimated remaining 
cash payments to settle pre-petition creditor claims were approximately $900 million. 

The Plan also requires pursuant to Section 5.07 that the Board of Directors conduct a reasonable review of our cash needs, including amounts that may be 
necessary to satisfy all claims to be paid in cash pursuant to the Plan. Accordingly, the Board of Directors commenced a comprehensive review and sought 
information and guidance from management and financial advisors to determine the amount of excess cash greater than $1 billion. Section 5.07 of the Plan 
further requires that any excess cash be utilized in accordance with our best business judgment to maximize shareholder value. On August 5,2004, the Board of 
Directors completed its review and declared the amount of excess cash to be $2.2 billion. The Board of Directors decided to distribute a portion of the excess 
cash through a return of capital and declared a cash dividend of $0.40 per share payable on 
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September 15,2004 to shareholders of record on September 1,2004, resulting in payment of $127 million of dividends on our common stock. On October 15, 
2004, the Board of Directors, pursuant to Section 5.07 of the Plan and continuing its distribution of the Company’s excess cash as a return of capital to 
shareholders, declared a cash dividend of $0.40 per share payable on December 15,2004 to shareholders of record on December I ,  2004. We currently expect to 
continue to distribute a quarterly cash dividend until the excess cash is fully utilized. However, the amount and timing for future dividends is subject to the 
approval of our Board of Directors. In addition, if the excess cash is fully paid out to shareholders, any further dividends may be limited by the covenants in the 
indentures for the Senior Notes and, consequently, further dividends may not be possible as long as the Senior Notes or other debt instruments with similar 
covenants remain outstanding. 

We expect our capital expenditures to be approximately $1 billion during 2004, of which approximately $650 million has been incurred through September 30, 
2004. Our expenditures will focus on enhancements to the efficiency, functionality and reliability of our network operations, improvements in customer service 
and the development of additional value-added services. Included in our capital expenditures will be investments in multi-protocol label switching (“MPLS”) to 
support the convergence of our data and voice networks as well as investments in network security products and advanced applications features. 

In 2004, our debt service obligations primarily consist of interest payments on the $5.7 billion principal amount of Senior Notes that were issued upon our 
emergence from bankruptcy. Interest on the Senior Notes is payable semiannually on May 1 and November 1, beginning November 1,2004, with interest 
accruing contractually from April 20,2004. On November 1,2004, we made the first interest payment of approximately $200 million on the Senior Notes. The 
Senior Notes consist of three separate issues with maturities of three, five and ten years. The current weighted average interest rate on the Senior Notes is 6.73%, 
resulting in annual interest payments of approximately $380 million. 

The interest rates on the Senior Notes are subject to adjustment depending upon the ratings assigned to the Senior Notes by Moody’s Investor Service, Inc. 
(“Moody’s”) and Standard & Poor’s Corporation (“S&P) as set forth in the indentures under which the Senior Notes were issued. We have been meeting with 
the agencies and currently expect ratings to be assigned by the end of the year. 

The Senior Notes are subject to covenants that limit our ability to make certain cash distributions based on our cumulative net income or loss since the Issue 
Date. The impairment charges recorded during the third quarter of 2004 will not affect our ability or our current plans to continue to distribute excess cash 
pursuant to Section 5.07 of the Plan of Reorganization to our shareholders in the form of a quarterly dividend until such excess cash is fully utilized. The 
impairment charges may, however, restrict our ability to make further cash distributions to our shareholders under the Indentures. 

We believe that our principal source of funds will be cash generated from our operating activities despite anticipated declines in revenues. In addition, we expect 
to continue the process of divesting non-core investments and other assets. 

We believe that our available cash, together with cash generated from operating activities and asset sales, will be more than sufficient to meet our liquidity 
requirements through at least 2005. 

Bank Facilities 

As an additional source of liquidity during our bankruptcy, we entered into a Senior Secured Debtorin-Possession Credit Facility (the “DIP Facility”). On the 
Emergence Date, there were no outstanding advances under the DIP Facility. We did have letters of credit outstanding under the DIP Facility. WorldCom had 
undrawn letters of credit that were issued under a $1.6 billion credit facility prior to our bankruptcy filing and Digex had letters of credit under a separate credit 
facility. 

Upon our emergence from bankruptcy, the DIP Facility was terminated and approximately $100 million in letters of credit were rolled over to new letter of credit 
facilities entered into with JPMorgan Chase Bank, 
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Citibank, N.A. and Bank of America, N.A. (the “Letter of Credit Facilities”). The Letter of Credit Facilities orovide for the issuance of letters of credit in an 
aggregate face amount of up to $15Omillion (the “Commitment”). In additibn, we pay a facility fee under the Letter of Credit Facilities equal to .05% per annum 
of the amount of the Commitment (whether used or unused). If any fee or other amount payable under any Letter of Credit Facility is not paid when due, 
additional interest equal to 2% per annum plus the federal fUnds rate (determined in accordance with such Letter of Credit Facility) will be incurred on the 
overdue amount. The Letter of Credit Facilities mature in April 2005. As of September 30,2004, under the Letter of Credit Facilities, we had $124 million in 
letters of credit outstanding, $12 million in availability, and $14 million reserved for issuance. During the nine-month period ended September 30,2004, we 
pledged $141 million in cash as collateral for our outstanding letters of credit of which $137 million of the cash has been classified as restricted cash in other 
current assets and $4 million has been classified as other Long-term assets in the condensed consolidated balance sheet. 

On October 12,2004, the Commitment under the Letter of Credit Facilities was increased from $150 million to $300 million. None of the additional amount has 
been used as of the date of this filing. 

We plan to arrange a revolving credit facility of between $500 million and $750 million to support our letter of credit requirements and as an additional source of 
liquidity. As a result, the revolving credit facility would replace the Letter of Credit Facilities. 

, 

i 

Historical Cash Flows 

For the ninemonth periods ended September 30,2004 and 2003, our consolidated cash flows were as follows (in millions): 

Successor Predecessor 
Company Company - 

NmeMonth 
Period Ended September 30, 

2004 2003 - 
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Net Cash Flows Provided by Operating Activities 

For the ninemonth periods ended September 30,2004 and 2003, net cash provided by operating activities was $424 million and approximately $2.7 billion, 
respectively and was comprised of the following (in millions): 

Successor Predecessor 
Company Company 

Nine-Month Period 
Ended September 30, 

2004 2003 
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Further, the following table identities significant net changes in our working capital during the nine-month periods ended September 30,2004 and 2003 (in 
millions): 

Successor Predecessor 
Company Company 

NineMontb Period 
Ended September 30, 

2004 2003 

t 

$ 359 
(509) (765) 

300 (206) 

. 103 (38) 
Increase in prepaid expens (18) (57) 

7 53 0 i h W M e S . J  k. : ., 

Accounts receivable 
* - s 809 

Decrease in allowance for doubtful accounts, excluding effect of bad debt provision 

e &  

r 

Decrease in non current assets 38 237 

Other (decreases) increases (212j 6 

Increase (decrease) in other liabilities 

- - 
For the ninemonth period ended September 30,2004, we generated $424 million in cash from operations. We had a net loss of $3.9 billion which included 
non-cash charges totaling approximately $5.6 billion comprised primarily of depreciation and amortization of $1.6 billion, impairment charges of approximately 
$3.5 billion, and bad debt provision of $5 14 million. The difference between our net loss and our non-cash charges was approximately $1.7 billion which was 
partially offset by a reduction of approximately $1.3 billion related to decreases in our assets and reductions in our liabilities. 

Our liabilities decreased primarily due to the payments of approximately $1.1 billion of creditor settlements associated with our emergence. While the Plan 
estimated distributions of approximately $2.6 billion in cash, we have estimated that cash payments subsequent to Emergence will now approximate $2.0 billion. 
Therefore, we have estimated the remaining balance due to creditors to be $900 million. Additionally, our accounts payable and 
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other current liability balances decreased by approximately $700 million from the payment of professional fees and due to lower accruals for salary and benefit 
costs as a result of our headcount reductions during 2004. 

Our accounts receivable decreased $300 million during the nine-month period ended September 30,2004 primarily due to our collection efforts, reduced billings 
and the collection of $253 million for the settlement of disputes related to fees earned from third party companies for calls that terminated on our network. 

During the ninemonth period ended September 30,2003, we generated approximately $2.7 billion from operations. The generation of cash from operations was 
primarily the result of our net income of $5 million which included non-cash charges for depreciation and amortization of approximately $1.7 billion and $215 
million for the cumulative effect of a change in accounting principle. Cash flows from operations during this period also benefited from our cost containment and 
restructuring initiatives that resulted in expense savings. 

Net Cash Flows Used in Investing Activities 

For the nine-month period ended September 30,2004, net cash used by investing activities was $34 million. Capital expenditures for transmission and 
communications equipment, software development, and desktop computers were $650 million. Investing activities also included receipts of $144 million for the 
sale of network equipment, licenses and leases utilized for the provision of wireless telecommunications services via Multichannel Multipoint Distribution 
Services, $37 million for the sale of Douglas Lake, $9 million from the sale of investments, and $400 million received from our sale of Embratel. In the 
ninemonth period ended September 30,2003, capital expenditures of $379 million were the primary use of cash and were partially offset by $247 million in 
proceeds from the sale of properly, plant and equipment, resulting in net cash used of $132 million. 

Net Cash Flows Used in Financing Activities 

For the ninemonth period ended September 30,2004, net cash used by fmancing activities was $365 million and consisted primarily of $127 million for 
dividend payments, $141 million in cash collateral for the Letter of Credit Facilities and $38 million for repayments of capital leases. For the nine-month period 
ended September 30,2003, net cash provided by financing activities was $129 million. 

Net Change in Cash from Discontinued Operations 

Net change in cash from discontinued operations in the nine-month period ended September 30,2004 was $615 million and was primarily attributable to 
Embratel, which had a balance of $595 million as of December 3 1,2003 that was removed from our consolidated balance sheet upon the consummation of the 
sale in July 2004. 

New Accounting Standards 

In December 2003, the Financial Accounting Standards Board (“FASB”) issued SFAS No. 132 (revised 2003), “Employers’ Disclosures about Pensions and 
Other Postretirement Benefits” (“SFAS No. 132 (R)”). SFAS No. 132 (R) revises the annual and interim disclosure requirements about pension and other 
postretirement benefits. This revision requires disclosures additional to those included in the original SFAS No. 132 about assets, obligations, cash flows and net 
periodic benefit cost of defined benefit pension plans and other defined benefit postretirement plans. The required information is provided separately for pension 
plans and for other postretirement benefit plans. We adopted the provisions of SFAS No. 132 (R) as of December 31,2003 without any impact on our 
consolidated results of operations, fmancial position and cash flows. 

In December 2003, the FASB issued FASB Interpretation No. 46 (Revised December 2003), “Consolidation of Variable Interest Entities ” (“FIN 46R”). This 
standard replaces FIN 46, “Consolidation of Variable Interest Entities, ” that was issued in January 2003 to address certain situations in which a company should 
include in its financial statements the assets, liabilities and activities of another entity. We adopted the provisions of FIN 46R as of December 31,2003 without 
any impact on our consolidated results of operations, financial position and cash flows. 
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ITEM 3. 

Interest Rate Risk 

As of December 3 1,2003, we had $77 million in letters of credit outstanding under the DIP Facility. On the Emergence Date, the DIP Facility was terminated. 

Prior to the Emergence Date, all of the outstanding debt and preferred securities of the Debtors were subject to compromise under our Plan and, consequently, we 
do not believe that these instruments subjected us to market or interest rate risk. On the Emergence Date, all of the debt and preferred securities of the Debtors 
were cancelled. 

On the Emergence Date, we issued $5.7 billion of futed rate Senior Notes. While changes in market interest rates affect the fair value of this debt, there is no 
impact to earnings or cash flows unless we redeem the Senior Notes before their maturity dates and we will do so only if market conditions, our fmancial 
structure or other conditions make such redemptions appropriate. The interest rates on the Senior Notes are subject to reset after we have applied for and received 
ratings for the Senior Notes from Moody’s and S&P. The adjustment could result in a change in interest rates on the Senior Notes ranging from (a) a decrease of 
3.0% if the Senior Notes are rated Baa3 or higher by Moody’s and BBB- or higher by S&P’s to (b) an increase of 3.0% if the Senior Notes are rated lower than 
B3 by Moody’s and lower than B- by S&P’s. If the Senior Notes are rated between the levels indicated, the interest rates on the Senior Notes will change to a 
lesser degree. 

Foreign Exchange Risk 

Transaction gains and losses arise from exchange rate fluctuations on transactions denominated in a currency other than an entity’s functional currency. The 
accompanying condensed consolidated statements of operations include as a component of miscellaneous income (expense) net foreign currency translation gains 
of $17 million and $24 million for the three and nine-month periods ended September 30,2004, respectively, compared to income of $69 million and a loss of 
$42 million, respectively, for the same prior year periods. Because differing portions of our revenues and costs are denominated in foreign currency, movements 
could impact our margins by, for example, increasing our foreign revenues when the dollar weakens and not correspondingly increasing our expenses. 

We do not currently hedge our currency exposure. In the future, we may engage in hedging transactions to mitigate foreign exchange risk. 

Market Risk for Investment Securities 

Investment securities consist of shares in triple-A rated short-term money market funds that typically invest in US. Treasury, U.S. government agency and 
highly rated corporate securities. Since these funds are managed in a manner designed to maintain a $1 .OO per share market value, we do not expect any material 
changes in market values as a result of an increase or decrease in interest rates. 

QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUTMARKET RISK 

ITEM 4. CONTROLS AND PROCEDURES 

We have evaluated the effectiveness of the design of the Company’s disclosure controls and procedures pursuant to Rule 13a-15 under the Securities Exchange 
Act of 1934, as amended (the “Exchange Act”). This evaluation has allowed us to make certain conclusions regarding the state of the Company’s disclosure 
controls and procedures as of September 30,2004. 

As part of our compliance efforts for Section 404 of The Sarbanes Oxley Act of 2002, significant efforts have been made to establish a framework to materially 
improve our internal controls. We have committed considerable resources to date to redesign, document and test the key internal financial controls of the 
Company. 
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Additional efforts will be necessary to remediate and retest certain deficiencies in our control environment and to become self-sufficient in this area While our 
internal financial controls are improving, such improvements were not fully implemented and had not been fully tested as of September 30,2004. As a result, the 
Company concluded that the effectiveness of its internal controls during this period was not sufficiently adequate to rely solely upon them for its financial 
reporting. Instead, the Company relied on compensating controls and procedures. Management has no reason to believe that the consolidated financial statements 
included in this report are not fairly stated in all material respects. 

The effectiveness of any system of disclosure controls and procedures, including our own, is subject to certain limitations, including the exercise ofjudgment in 
designing, implementing and evaluating the controls and procedures and the inability to eliminate misconduct completely. 

Except for the efforts taken and continually underway as described above, there were no significant changes in our internal controls over financial reporting or 
other factors that have materially affected or are reasonably likely to materially affect these internal controls over financial reporting as of the end of the period 
covered by this report. 
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PART I1 

OTHER INFORMATION 

ITEM 1. LEGAL PROCEEDINGS 

ERISA Litigation. As disclosed in our Annual Report on Form 10-K for the year ended December 3 1,2003 (the “2003 10-K),  the Company has pending a suit 
filed by one current and one former employee in federal court in California against the Predecessor Company and two of its former executive officers on behalf 
of a putative class of participants in the WorldCom 401(k) plan and its predecessor plans, claiming that defendants breached their fiduciary duties under the 
Employee Retirement Income Security Act (“ERISA”) with respect to the administration of the plans by, among other things, misrepresenting the Predecessor 
Company’s financial results and by allowing plan participants to continue to invest in the Predecessor Company’s stock as one of their plan options. The 
following change with respect to this matter has occurred since the filing of the 2003 10-K. 

On July 6,2004, plaintiffs filed a Motion for Order Preliminarily Approving Settlement, Certifying a Class, and Setting a Fairness Hearing (the “Motion”). 
Attached to the Motion was a fully executed Settlement Agreement between the plaintiffs and the Company, the Company’s fiduciary liability insurance carriers, 
and all of the individual defendants, with the exception of Scott Sullivan and Memll Lynch Trust Company, F.S.B. (the “Settlement Agreement”). 

The Settlement Agreement provides for the creation of a Settlement Fund consisting of the following: (I)  approximately $47 million in cash, and (2) another 
potential amount between $450,000 and $4 million in a promissory note from former WorldCom, Inc. Chief Executive Officer, Mr. Ebbers. The cash will be put 
into the fund by the Company, Mr. Ebbers, and the Company’s fiduciary liability insurance camers, hoth primary and excess. Our contribution to the settlement 
fund was approximately $23 million which was paid in September 2004. 

The Settlement Agreement was approved by the Bankruptcy Court and an independent fiduciary for the 4 0 1 0  Plan. On October 15,2004, Judge Cote approved 
the settlement. 

State Tax. As disclosed in the 2003 10-K, in conjunction with the Predecessor Company’s bankruptcy claims resolution proceeding, certain states have filed 
claims concerning the Predecessor Company’s state income tax filings and its approach to related-party charges. The following change with respect to this 
matter has occurred since the filing ofthe 2003 10-K. 

On June 30,2004, the bankruptcy court denied the motion filed on March 17,2004 by the Commonwealth of Massachusetts on behalf of itself and thirteen other 
states to disqualify KPMG LLP (“KPMG”) from serving as the Company’s accountant, auditor and tax advisor on the grounds that KPMG is not disinterested as 
required by Section 327(a) of the Bankruptcy Code. The states have appealed the order denying the motion. We are in discussions with the appropriate state 
taxing officials on these and other similar issues related to state income taxes owed by the Company and its subsidiaries. 

Triennid Review Order. As disclosed in the 2003 l0-K, on March 2,2004, the US. Court of Appeals for the D.C. Circuit (the “D.C. Circuit”) issued a decision 
which vacates and remands many key portions of the FCC’s Triennial Review Order that had established new federal rules governing local telephony 
competition. In particular, pursuant to challenges by the incumbent local exchange carriers (“ILECs”), the D.C. Circuit vacated the unbundling of local 
switching, which is a critical component of the unbundled network element platform (“UNE-P) used to serve residential and small business customers. The 
D.C. Circuit’s decision also affirmed the portions of the FCC’s Order that had not required the ILECs to lease unbundled elements for the provision of broadband 
services. The following change with respect to this matter has occurred since the filing of the 2003 10-K. 

Although several petitions were filed at the Supreme Court seeking review of the D.C. Circuit’s decision, the Solicitor General and the FCC declined to seek 
such review. On October 12,2004, the Supreme Court denied 
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the petitions. On remand from the D.C. Circuit, the FCC has commenced rulemaking proceedings with the goal of adopting new unbundling rules by December 
2004 or early 2005. Until those new rules are in effect, the FCC has adopted interim unbundling rules (effective September 13,2004) to maintain certain ILEC 
unbundling obligationsunder interconnection agreements as they existed prior to the D.C Circuit’s mandate. ILECs are challenging the interim rules in the D.C. 
Circuit as a violation of the D.C. Circuit’s decision and otherwise unlawful, though a mliig on their challenges is not expected in 2004. 

Except as set forth above, there were no material changes in our legal proceedings as compared to those reported in the Company’s Annual Report on Form 
10-K for the year ended December 3 1,2003 as filed with the SEC on April 29,2004. 

ITEM 2. 

On July 14,2004 the Company began trading its stock on The NASDAQ Stock Market. MCI stock trades on The NASDAQ National Market under the new 
symbol “MCIP”. 

UNREGISTERED SALES OF EQUITY SECURITIES AND USE OF PROCEEDS 

ITEM 3. DEFAULTS UPONSENIOR SECURITIES 

None. 

ITEM 4. 

No matters were submitted to a vote of security holders during the three-month period ended September 30,2004, other than matters voted on by holders of the 
Company’s debt securities in the ordinary course of its bankruptcy proceedings. 

SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS 

ITEM 5. OTHER INFORMATION 

None. 

ITEM 6. EXHIBITS 

(a) Exhibits 

Exhibit 
No. Description 

31.1 

31.2 

32 

Certification of Michael D. Capellas pursuant to Rules 13a-l4(a) and 15d-l4(a) under the Exchange Act. 

Certification of Robert T. Blakely pursuant to Rules 13a-14(a) and 15d-l4(a) under the Exchange Act. 

Certification of Principal Executive Officer and Principal Financial Officer of the registrant pursuant to 18 U.S.C. Section 1350 as adopted 
pursuant to Section 906 of the Sarbanes-Oxley Act of 2002. 
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SIGNATURE 

Pursuant to the requirements of the Securities Exchange Act of 1934, the registrant has duly caused this report on Form l0-Q to be signed on its behalf 
by the undersigned, thereunto duly authorized to sign. 

MCI, INC. 

By: Is1 ROBERT T. BLAKELY 

Robert T. Blakely 
Executive Vice President and Chief Financial Omcer 

Id ERIC R. SLUSSER 

Eric R Slusser 
Senior Vice President and Controller 

Dated: November 4,2004 
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EXHIBIT INDEX 

Exhibit 
No. 

I 31.1 

31.2 

I 32 

Description 

Certification of Michael D. Capellas pursuant to Rules 13a-l4(a) and 15d-l4(a) under the Exchange Act. 

Certification of Robert T. Blakely pursuant to Rules 13a-l4(a) and 15d-l4(a) under the Exchange Act. 

Certification of Principal Executive Officer and Principal Financial Officer of the registrant pursuant to 18 U.S.C. Section 1350 as adopted 
pursuant to Section 906 of the Sarbanes-Oxley Act of 2002. 
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EXHIBIT 31.1 

CERTIFICATION OF CHIEF EXECUTIVE OFFICER 

I, Michael D. Capellas, certify that: 

I have reviewed this Quarterly Report on Form 10-Q of MCI, Inc.; 

Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact necessary to make the 
statements made, in light of the circumstances under which such statements were made, not misleading with respect to the period covered by this report; 

Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all material respects the financia 
condition, results of operations and cash flows of the registrant as of, and for, the periods presented in this report; 

The registrant’s other certifying officer and I are responsible for establishing and maintaining disclosure controls and procedures (as defined in Exchange 
Act Rules 13a-l5(e) and 15d-l5(e)) for the registrant and have: 

(a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our supervision, to ensure 
that material information relating to the registrant, including its consolidated subsidiaries, is made known to us by others within those entities, 
particularly during the period in which this report is being prepared; 

(b) reserved 

(c) Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report our conclusions about the effectiveness 
of the disclosure controls and procedures, as of the end of the period covered by this report based on such evaluation; and 

(d) Disclosed in this report any change in the registrant’s internal control over financial reporting that occurred during the registrant’s most recent fiscal 
quarter (the registrant’s fourth fiscal quarter in the case of an annual report) that has materially affected, or is reasonably likely to materially affecf 
the registrant’s internal control over financial reporting; and 

5. The registrant’s other certifying officer and I have disclosed, based on our most recent evaluation of internal control over financial reporting, to the 
registrant’s auditors and the audit committee of the registrant’s board of directors (or persons performing the equivalent functions): 

(a) All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which are reasonably 
likely to adversely affect the registrant’s ability to record, process, summarize and report financial information; and 

(b) Any fraud, whether or not material, that involves management or other employees who have a significant role in the registrant’s internal control over 
financial reporting. 

I Date: November 4,2004 

/s/ Michael D. Capellas 

i Michael D. Capellas 
I Chief Executive Officer 



EXHIBIT 31.2 

CERTIFICATION OF CHIEF FINANCIAL OFFICER 

I, Robert T. Blakely, certify that: 

I have reviewed this Quarterly Report on Form 1 0 3  of MCI, Inc.; 

Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact necessary to make the 
statements made, in light of the circumstances under which such statements were made, not misleading with respect to the period covered by this report; 

Based on my knowledge, the financial statements, and other financial infomation included in this report, fairly present in all material respects the financial 
condition, results of operations and cash flows of the registrant as of, and for, the periods presented in this report; 

The registrant’s other certifying officer and I are responsible for establishing and maintaining disclosure controls and procedures (as defined in Exchange 
Act Rules 13a-l5(e) and ISd-l5(e)) for the registrant and have: 

(a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our supervision, to ensure 
that material information relating to the registrant, including its consolidated subsidiaries, is made known to us by others within those entities, 
particularly during the period in which this report is being prepared; 

(b) reserved 

(c) Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report our conclusions about the effectiveness 
of the disclosure controls and procedures, as of the end of the period covered by this report based on such evaluation; and 

(d) Disclosed in this report any change in the registrant’s internal control over financial reporting that occurred during the registrant’s most recent fiscal 
quarter (the registrant’s fourth fiscal quarter in the case of an annual report) that has materially affected, or is reasonably i ie ly  to materially affect, 
the registrant’s internal control over financial reporting; and 

5. The registrant’s other certifying officer and I have disclosed, based on our most recent evaluation of internal control over financial reporting, to the 
registrant’s auditors and the audit committee of the registrant’s board of directors (or persons performing the equivalent functions): 

(a) All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which are reasonably 
likely to adversely affect the registrant’s ability to record, process, summarize and report financial information; and 

(b) Any fraud, whether or not material, that involves management or other employees who have a significant role in the registrant’s internal control over 
financial reporting. 

I Date: November 4,2004 

Is/ Robert T. Blakely 
~ 

I Robert T. Blakely 
Chief Financial Officer 



EXHIBIT 32 

CERTIFICATION PURSUANT TO 
18 U.S.C. SECTION 1350, 

AS ADOPTED PURSUANT TO SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002 

Each of the undersigned hereby certifies, for the purposes of section 1350 of chapter 63 of title 18 of the United States Code, as adopted pursuant to Section 906 
of the Sarbanes4xley Act of 2002, in his capacity as an officer of MCI, Inc. (the “Company”), that, to his knowledge, the Quarterly Report on Form l0-Q of 
the Company for the period ended September 30,2004 fully complies with the requirements of Section 13(a) of the Securities Exchange Act of 1934 and that the 
information contained in such report fairly presents, in all material respects, the financial condition and results of operations of the Company. 

Date: November 4,2004 

/s/ Michael D. Capellas 

Michael D. Capellas 
Chief Executive Officer 

/s/ Robert T. Blakely 

Robert T. Blakely 
Chief Financial Officer 
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UNITED STATES 
SECURITIES AND EXCHANGE COMMISSION 

Washington, D.C. 20549 

F O M  10-K 

(Mark one) 
El ANNUAL REPORT PURSUANT TO SECTION 13 OR 15(d) 

OF THE SECURITIES EXCHANGE ACT OF 1934 
For the fiscal year ended December 3 1,2004 

OR 

TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) 
OF THE SECURITIES EXCHANGE ACT OF 1934 

For the transition period from to 

Commission file number 1-8606 

Verizon Communications Inc. 
(Exact name of registrant as specified in its charter) 

Delaware 
(State of incorporation) 

1095 Avenue of the Americas 
New York, New York 

(Address of principal executive offices) 

23-2259884 
(I.R.S. Employer Identification No.) 

10036 
(Zip Code) 

Registrant’s telephone number, including area code: (212) 395-2121 

Securities registered pursuant to Section 12(b) of the Act: 

Title of each class 

Common Stock, $. 10 par value 

Name of each exchange on which registered 

New York, Philadelphia, Boston, 
Chicago and Pacific Stock Exchanges 

Securities registered pursuant to Section 12(g) of the Act: 

None 

Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of the Securities Exchange Act 
of 1934 during the preceding 12 months (or for such shorter period that the registrant was required to file such reports), and (2) has been 
subject to such filing requirements for the past 90 days. Yes a 
Indicate by check mark if disclosure of delinquent filers pursuant to Item 405 of Regulation S-K is not contained herein, and will not be 
contained, to the best of registrant’s knowledge, in definitive proxy or information statements incorporated by reference in Part 111 of this Form 
10-K or any amendment to this Form 10-K. 0 

Indicate by check mark whether the registrant is an accelerated filer (as defined in Rule 12b-2 of the Act). Yes El 

At June 30,2004, the aggregate market value of the registrant’s voting stock held by nonaffiliates was approximately $100,197,581,000. 

At January 31, 2005, 2,769,964,950 shares of the registrant’s Common Stock were outstanding, after deducting 4,900,431 shares held in 
treasury. 

Documents incorporated by reference: 

Portions of the registrant’s Annual Report to Shareowners for the year ended December 31,2004 (Parts I and 11). 

Portions of the registrant’s Proxy Statement prepared in connection with the 2005 Annual Meeting of Shareowners (Part 111). 

No D 

No 
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PART I 
Item 1. Busittess 

I General I 
Verizon Communications Inc. is one of the world’s leading providers of communications services. Verizon’s domestic wireline 
telecommunications business provides local telephone services, including broadband, in 29 states and Washington, D.C. and nationwide long- 
distance and other communications products and services. The domestic wireline consumer business generally provides local, broadband and 
long distance services to customers. Our domestic wireline business also provides a variety of services to other telecommunications carriers as 
well as large and small businesses. Verizon’s domestic wireless business provides wireless voice and data products and services across the 
United States using one of the most extensive wireless networks. Information Services operates directory publishing businesses and provides 
electronic commerce services. Verizon’s international presence includes wireline and wireless communications operations and investments, 
primarily in the Americas and Europe. Stressing diversity and commitment to the communities in which we operate, Verizon has a highly 
diverse workforce of 210,000 employees. 

Verizon was formerly known as Bell Atlantic Corporation, which was incorporated in 1983 under the laws of the State of Delaware. We began 
doing business as Verizon Communications on June 30,2000, when Bell Atlantic Corporation merged with GTE Corporation. 

Our principal executive offices are located at 1095 Avenue of the Americas, New York, New York 10036 (telephone number 212-395-2121). 

We have four reportable segments, which we operate and manage as strategic business units and organize by products and services. Our 
segments and their principal activities consist of the following: 

Domestic Telecom 

Domestic Wireless 

Information Services 

1 International 

Domestic wireline communications services, principally representing our telephone operations that provide 
local telephone services in 29 states and Washington, D.C. These services include voice and data transport, 
enhanced and custom calling features, network access, directory assistance, private lines and public 
telephones. This segment also provides long distance services, customer premises equipment distribution, 
data solutions and systems integration, billing and collections, Internet access services and inventory 
management services. 
Domestic wireless products and services include wireless voice and data services and equipment sales 
across the United States. 
Directory publishing businesses, including print directories and SuperPages.com online search services, as 
well as website creation and other electronic commerce services. This segment has operations principally in 
the United States. 
International wireline and wireless communications operations and investments primarily in the Americas, 
as well as investments in Europe. 

You can find additional business information under the heading “Overview” on pages 13 through 14 and segment financial information under 
the heading “Segment Results of Operations” on pages 19 through 25 and in Note 18 on pages 63 through 65 of the 2004 Verizon Annual 
Report to Shareowners, which is incorporated herein by reference. 

I Domestic Telecom 
Operations 
Our Domestic Telecom segment, principally representing our wireline telephone operations, provided approximately 54% of 2004 total 
operating revenues. Our telephone operations presently serve a territory consisting of 144.7 million access line equivalents in 29 states and 
Washington, D.C. This segment also provides long distance and other telecommunication services. Domestic Telecom provides mainly two 
types of telecommunications services: 

Exchange telecommunications service is the transmission of telecommunications among customers located within a local calling 
area within a local access and transport area (LATA). Examples of exchange telecommunications services include switched local 
residential and business services, local private line voice and data services and Centrex services. We also provide toll services 
within a LATA (intraLATA long distance) and toll services outside a LATA (interLATA long distance). 

Exchange access service links a customer’s premises and the transmission facilities of other telecommunications carriers, generally 
interLATA carriers. Examples of exchange access services include switched access and special access services. 

We have organized our Domestic Telecom segment into four marketing units operating across our telephone subsidiaries. The units focus on 
specific markets. We are not dependent on any single customer. Our telephone operations remain responsible within their respective service 
areas for the provision of telephone services, financial performance and regulatory matters. 

The Enterprise unit markets communications and information technology and services to large businesses and to departments, agencies and 
offices of the executive, judicial and legislative branches of the federal, state and local governments. These services include voice 
switching/processing services (e.g., dedicated private lines, custom Centrex, call management and voice messaging), end-user networking (e.g., 
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credit and debit card transactions and personal computer-based conferencing, including data and video), internetworking (establishing links 
between the geographically disparate networks of two or more companies or within the same company), network optimization (disaster 
avoidance and 9 11 service) and other communications services. The Enterprise unit also provides data transmission, Internet and network 
integration services, interLATA long distance services, network monitoring services and telecommunications equipment sales to medium and 
large businesses. Revenues in 2004 were approximately $6.4 billion, representing approximately 17% of Domestic Telecom’s aggregate 
revenues. 

The Retail unit markets communications and information services to residential customers and to small and medium-sized businesses within 
our territory, including our long distance services and Internet access services. Our long distance subsidiary provides national and international 
long distance services in all 50 states to residential and business customers, including calling cards, 800/888 services and operator services. 
This unit also provides operator and pay telephone services and sells customer premises equipment. Revenues in 2004 were approximately 
$22.3 billion, representing approximately 58% of Domestic Telecom’s aggregate revenues. These revenues were derived primarily from the 
provision of telephone services to residential users. 

The Wholesale unit markets our network operations, which principally includes our carrier access and telecom industry services. Revenues in 
2004 were approximately $8.7 billion, representing approximately 22% of Domestic Telecom’s aggregate revenues. Approximately 66% of 
total wholesale revenues were derived from interexchange carriers (switched and special access). The remaining revenues come from our 
telecom industry services, principally from other local exchange carriers which resell network connections to their own customers. 

The Network unit is principally responsible for the construction and maintenance of our telephone operations’ networks. This unit is also 
responsible for the procurement and management of inventory and supplies for our subsidiaries and sells materials and logistic services to 
third-party carriers. Revenues in 2004 (after eliminations and combined with all other Domestic Telecom revenues) were approximately $1.2 
billion, representing approximately 3% of Domestic Telecom’s aggregate revenues. 

Telecommunications Act of 1996 
The Telecommunications Act of 1996 (the 1996 Act), regulatory and judicial actions and the development of new technologies, products and 
services have created opportunities for alternative telecommunication service providers, many of which are subject to fewer regulatory 
constraints. We are unable to predict definitively the impact that the ongoing changes in the telecommunications industry will ultimately have 
on our business, results of operations or financial condition. The financial impact will depend on several factors, including the timing, extent 
and success of competition in our markets, the timing and outcome of various regulatory proceedings and any appeals, and the timing, extent 
and success of our pursuit of new opportunities resulting from the 1996 Act and technological advances. 

FCC Regulation and Interstate Rates 
Our telephone operations are subject to the jurisdiction of the Federal Communications Commission (FCC) with respect to interstate services 
and related matters. 

Access Charges and Universal Service 

On May 3 1, 2000, the FCC adopted the Coalition for Affordable Local and Long Distance Services (CALLS) plan as a comprehensive five- 
year plan for regulation of interstate access charges. The CALLS plan has three main components. First, it establishes a portable interstate 
access universal service support of $650 million for the industry. This explicit support replaces implicit support embedded in interstate access 
charges. Second, the plan simplifies the patchwork of common line charges into one subscriber line charge (SLC) and provides for de- 
averaging of the SLC by zones and class of customers in a manner that will not undermine comparable and affordable universal service. Third, 
the plan sets into place a mechanism to transition to a set target of $.0055 per minute for switched access services. Once that target rate is 
reached, local exchange carriers are no longer required to make further annual price cap reductions to their switched access prices. The annual 
reductions leading to the target rate, as well as annual reductions for the subset of special access services that remain subject to price cap 
regulation was set at 6.5% per year. 

As a result of tariff adjustments which became effective in July 2003, virtually all of our switched access lines reached the $.0055 benchmark. 
On June 29, 2004, the U.S. Court of Appeals for the D.C. Circuit upheld the FCC’s prior approval of an increase in the SLC cap. The current 
cap is $6.50. 

The FCC previously initiated investigations of the interstate access rates charged by Verizon’s local telephone companies during the 1993 to 
1996 tariff years under the price cap rules that were in place prior to the adoption of the CALLS plan. On July 30, 2004, the FCC released an 
order resolving one of the issues in those pending investigations, and concluded that some of Verizon’s local telephone companies had 
incorrectly calculated the impact of their obligation to “share” a portion of their earnings above certain prescribed levels with their access 
customers. The amount of any refund as a result of that finding will be determined in a further phase of the proceeding. Other issues remain 
under investigation. 

The FCC has adopted rules for special access services that provide for pricing flexibility and ultimately the removaI of services from price 
regulation when prescribed competitive thresholds are met. Approximately 55% of special access revenues are now removed from price 
regulation. 
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In November 1999, the FCC adopted a new mechanism for providing universal service support to high-cost areas served by large local 
telephone companies. This funding mechanism provides additional support for local telephone services in several states served by our 
telephone operations. This system has been supplemented by the new FCC access charge plan described above. On October 16, 2003, in 
response to a previous court decision, the FCC announced a decision providing additional justification for its non-rural high-cost universal 
support mechanism and modifying it in part. That decision also has been appealed. The FCC also has proceedings underway to evaluate 
possible changes to its current rules for assessing contributions to the universal service fund. Any change in the current assessment mechanism 
could result in a change in the contribution that local telephone companies must make and that would have to be collected from customers. 

Unbundling of Network Elements 

On February 20, 2003, the FCC announced a decision adopting new rules defining the obligations of incumbent local exchange carriers to 
provide competing carriers with access to unbundled network elements (UNEs). The decision was the culmination of an FCC rulemaking 
referred to as its triennial review of its UNE rules, and also was in response to a decision by the U.S. Court of Appeals for the D.C. Circuit that 
had overturned the FCC’s previous unbundling rules. 

The text of the order and accompanying rules were released on August 21, 2003. With respect to broadband facilities, such as mass market 
fiber to the premises loops and packet switching, that order generally removed unbundling obligations under Section 251 of the 1996 Act. With 
respect to narrowband services, the order generally left unbundling obligations in place, with certain limited exceptions, and delegated to state 
regulatory proceedings a further review. The order also provided a new set of criteria relating to when carriers may purchase a combination of 
unbundled loops and transport elements known as enhanced extended loops (EELs) that increased arbitrage opportunities by making it easier 
for carriers to use EELs purchased at artificially low regulated UNE rates rather than competitive special access prices. 

Multiple parties, including Verizon, appealed various aspects of the decision. On March 2,2004, the U.S. Court of Appeals for the D.C. Circuit 
issued an order upholding the FCC in part, and overturning its order in part. The court upheld the FCC with respect to broadband facilities. On 
the narrowband unbundling requirements, the court reversed and vacated key aspects of the FCC decision that had required unbundled access 
to mass market switching and high capacity transmission fac es. The court’s order vacating those aspects of the FCC’s rules went into effect 
on June 16,2004, and petitions by various parties to obtain a stay or U.S. Supreme Court review were denied. 

On August 20,2004, the FCC issued interim narrowband unbundling rules and a Notice of Proposed Rulemaking to establish new unbundling 
rules. In the interim rules order, the FCC required incumbent carriers to continue providing, for six months from the effective date of its order, 
unbundled mass market switching and high capacity transmission facilities on the same terms that they were available under interconnection 
agreements as of June 15,2004. Verizon and other parties petitioned the U.S. Court of Appeals for the D.C. Circuit for a writ of mandamus to 
overturn the interim rules. At the request of the FCC, the court held the petition in abeyance while the FCC rulemaking proceeded and directed 
the parties to report on the status of the FCC proceedings no later than January 4, 2005. On January 4, 2005, Verizon and other parties asked 
the U.S. Court of Appeals for the D.C. Circuit to retain jurisdiction on the pending mandamus petition and to provide further briefing upon the 
release of the FCC order. 

On February 4, 2005, the FCC released a decision on new unbundling rules. The FCC eliminated the requirement to unbundle mass market 
local switching on a nationwide basis, with the obligation to accept new orders ending as of the effective date of the order (March 11, 2005). 
The FCC also established a one year transition for existing UNE switching arrangements. For high capacity transmission facilities, the FCC 
established criteria for determining whether high capacity loops, transport or dark fiber transport must be unbundled in individual wire centers, 
and stated that these standards were only expected to affect a small number of wire centers. The FCC also eliminated the obligation to provide 
dark fiber loops and found that there is no obligation to provide UNEs exclusively for wireless or long distance service. In any instance where a 
particular high capacity facility no longer has to be made available as a UNE, the FCC established a similar one year transition for any existing 
high capacity loop or transport UNEs, and an 18 month transition for any existing dark fiber UNEs. 

Separately, the FCC has taken steps to clarify its rules for broadband facilities in response to requests of various parties. Verizon petitioned the 
FCC to make clear that any broadband facilities that do not have to be unbundled under Section 251 of the 1996 Act also do not have to be 
unbundled under another provision of the 1996 Act, specifically Section 271. On October 22, 2004, the FCC granted that petition, and the 
FCC’s decision has been appealed by various parties. In addition, the FCC has clarified that mass market fiber to the curb loops qualify for the 
same regulatory treatment as mass market fiber to the premises loops, that fiber loops to serve customers in multiple unit buildings also qualify 
for that same regulatory treatment as long as the building is pre antly residential, and that carriers that deploy new broadband network 
facilities are not required to equip those facilities with legacy cap s that could render them subject to unbundling. 

Intercarrier Compensation 

The FCC has an ongoing rulemaking that could fundamentally restructure the regulatory regime for intercarrier compensation, including, but 
not limited to, access charges, compensation for Internet traffic, and reciprocal compensation for local traffic. To date, several parties and 
coalitions have submitted alternative proposals to the FCC for restructuring the intercarrier compensation rules, and the FCC has stated that it 
intends to conduct further proceedings to evaluate various alternatives. 

The FCC also has pending before it issues relating to intercarrier compensation for dial-up Internet-bound traffic. The FCC previously found 
this traffic is not subject to reciprocal Compensation under Section 251(b)(5) of the 1996 Act. Instead, the FCC established federal rates per 
minute for this traffic that declined from $0015 to $.0007 over a three-year period, established caps on the total minutes of this traffic subject 
to compensation in a state, and required incumbent local exchange carriers to offer to both bill and pay reciprocal compensation for local traffic 
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the same rate as they are required to pay on Internet-bound traffic. On May 3,2002, the U.S. Court of Appeals for the D.C. Circuit rejected part 
of the FCC’s rationale, but declined to vacate the order while it is on remand. As a result, pending further action by the FCC, the FCC’s 
underlying order remains in effect. On October 8,2004, the FCC announced that it had denied a petition to discontinue the $.0007 rate cap on 
this traffic, but had decided to remove the caps on the total minutes of Internet-bound traffic subject to compensation. That decision is the 
subject of an appeal by several parties. Disputes also remain pending in a number of forums relating to the appropriate compensation for 
Internet-bound traffic during previous periods under the terms of our interconnection agreements with other carriers. 

The FCC also is considering multiple petitions asking it to declare whether, and under what circumstances, services that employ Internet 
protocol are subject to access charges under current law, or asking it to forbear from any requirement to pay access charges on some such 
services. On March 10, 2004, the FCC initiated a rulemaking proceeding to address the regulation of services that use Internet protocol, 
including voice services. The FCC also concluded in response to one such petition that one provider’s peer-to-peer Internet protocol service 
that does not use the public switched network is an interstate information service and is not subject to access charges. During April 2004, the 
FCC issued an order in connection with another such petition that stated that the petitioning company’s service that utilizes Internet protocol 
for only one intermediate part of a call’s transmission is a telecommunications service subject to access charges. The FCC also has a statutory 
deadline of March 22,2005 to address a third petition asking it to forbear from applying access charges to voice over Internet protocol services 
that are terminated on switched local exchange networks. 

Broadband Services 
The FCC has several ongoing rulemakings considering the regulatory treatment of broadband services. Among the questions at issue are 
whether to require local telephone companies like Verizon to offer such services as a common carrier or whether such services may be offered 
under a less regulated private carriage arrangement, under what circumstances high speed Internet access services should be classified as 
largely deregulated information services, and whether to declare broadband services offered by local telephone companies as non-dominant and 
what the effect should be of any such classification. 

State Regulation of Rates and Services 
State public utility commissions regulate our telephone operations with respect to intrastate rates and services and other matters. In many 
jurisdictions the telephone operations have been able to replace rate of return regulation with price regulation plans. 

Verizon California Inc. 
Arizona 

Verizon California’s operations in Arizona are subject to rate of return regulation. 

California 

Verizon California’s operations in California have operated under the New Regulatory Framework (NRF) since 1990. The NRF allows for a 
gradual transition to less regulation on a service-by-service basis. The NRF is reviewed every three years and currently has the following 
features: 

Earnings Ceiling: The ceiling is suspended. 

Price Cap Index: By setting inflation equal to productivity, the California Public Utilities Commission (CPUC) has suspended the 
price cap index. Limited exogenous changes are allowed. Generally, exogenous changes are changes unique to or specifically 
targeted to a company that are beyond its control (in this case, changes are permitted only for matters mandated by the CPUC or 
changes in total intrastate cost recovery resulting from changes between federal and state jurisdictions). 
Price Flexibility: Services fall into three categories. 

Category I services cannot be changed without CPUC approval. 

Category I1 services are partially competitive and can be adjusted within a ceiling/floor range. The current price (effectively the 
ceiling) cannot be increased without a formal application. 
Category I11 services are considered competitive and can be increased or decreased on short notice. 

New Services: New services can be classified as Category I1 or 111. If introduced as Category 111, Verizon California must 
demonstrate insignificant market power. 

The CPUC will review NRF features during 2005 - 2006. 

Nevada 

Verizon California’s operations in Nevada are subject to rate of return regulation 
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Verizon Delaware Inc. 
Since 1994, Verizon Delaware has been regulated under the alternative regulation provisions of the Delaware Telecommunications Technology 
Investment Act of 1993 (Delaware Telecommunications Act). On September 9, 2003, the Delaware Public Service Commission approved a 
stipulation permitting Verizon Delaware to continue to be regulated under the Delaware Telecommunications Act through September 2006. 
The Delaware Telecommunications Act provides the following: 

The prices of “Basic Telephone Services” (e.g., dial-tone and local usage) will remain regulated and cannot change in any one year 
by more than the Gross Domestic Product -Price Index (GDP-PI) less 3%. 
The prices of “Discretionary Services” (e.g., Identa Ring(SM) and Call Waiting) cannot increase more than 15% per year per 
service. 

The prices of “Competitive Services” (e.g., voice messaging and message toll service) are not subject to tariff or regulation. 

Verizon Delaware will develop a technology deployment plan with a commitment to invest a minimum of $250 million in 
Delaware’s telecommunications network during the first five years of the plan. 

Verizon Florida Inc. 
Florida statutes govern the price cap plan. Beginning January 1,2001, Verizon Florida was able to raise basic local rates on 30 days notice once 
in any 12-month period not to exceed the GDP-PI less 1%. Verizon Florida may increase rates for non-basic services but increases for any 
category cannot exceed 6% in any 12-month period unless another company is providing service in a given exchange, at which time Verizon 
Florida can increase its price up to 20% in a 12-month period. Earnings are not regulated. Legislation was passed in 2003 that allows Verizon 
Florida to offset a reduction in intrastate access rates with an increase in basic local exchange revenues upon Florida Public Service 
Commission (FPSC) approval. The offset must be revenue neutral and take place over two to four years. In evaluating the petition, the FPSC is 
to consider whether granting the petition will remove current support for basic local telecommunications services preventing the creation of a 
more attractive competitive local exchange market for the benefit of residential consumers and enhanced market entry. When Verizon Florida’s 
rates are reduced to parity as defined by the statute, Verizon Florida’s basic services become subject to the same regulatory treatment as its 
non-basic services. 

Verizon Hawaii Inc. 
Verizon Hawaii’s telephone operations are subject to rate of return regulation. 

Verizon Maryland Inc. 
In 1996, the Public Service Commission of Maryland approved a price cap plan for regulating the intrastate services provided by Verizon 
Maryland. Under the plan, services are divided into six categories: Access; Basic-Residential; Basic-Business; Discretionary; Competitive; and 
Miscellaneous. Rates for Access, Basic-Residential, Basic-Business and Discretionary Services can be increased or decreased annually under a 
formula that is based upon changes in the GDP-PI minus a productivity offset based upon changes in the rate of inflation as reflected in the 
Consumer Price Index. Rates for Competitive Services may be increased without regulatory limits. Regulation of profits is eliminated. The 
Public Service Commission of Maryland is currently reviewing the incentive regulation plan. Verizon Maryland has sought to eliminate the 
price cap formula and to move all business services into the competitive category. 

Verizon New England Inc. 
Maine 

In June 2001, the Maine Public Utilities Commission (MPUC) ordered the continuation of an Alternative Form of Regulation (AFOR) for 
Verizon Maine for a second five-year term. 

The Maine Public Advocate appealed the MPUC’s 2001 AFOR decision to the Maine Supreme Judicial Court, claiming that any extension to 
the AFOR must be preceded by an investigation of Verizon Maine’s costs and earnings utilizing traditional rate of return principles. On 
February 28, 2003, the court ruled that while state law requires that telephone rates under an AFOR are no higher than under rate of return 
regulation, the MPUC has broad discretion in making such a determination that would not necessarily require a full rate of return inquiry. 
However, the court vacated and remanded the decision to the MPUC for its failure to expressly make such a determination, or in the alternative 
that if such a showing cannot be made, that it nonetheless remains in the best interest of ratepayers to proceed with an AFOR. No change in any 
of Verizon Maine’s rates was required by the court’s decision while the remand proceeding was pending. 

In March 2003, the MPUC opened a proceeding to address the Maine Supreme Judicial Court’s remand of the 2001 AFOR decision. In an 
order issued on July 11, 2003, the MPUC ruled that it would keep in place the $1.78 increase in Verizon New England’s monthly basic 
exchange rates pending completion of the remand and maintain certain elements (pricing flexibility, Service Quality Index) of the proposed 
AFOR on an interim basis until a final decision on the remand. On September 25,2003, the PUC issued an order reinstating the AFOR and that 
order was appealed. On January 26, 2005, the Maine Supreme Judicial Court vacated the MPUC order and remanded the case for further 
investigation. 
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The court held that the MPUC did not sufficiently comply with the statutory requirement that it ensure that local rates under an AFOR will not 
be higher than under traditional rate of return. 

Massachusetts 
In April 2001, Verizon New England filed with the Massachusetts Department of Telecommunications and Energy (DTE) a proposed 
alternative regulatory plan to replace the price regulation plan that was to expire in August 2001. On May 8, 2002, the DTE issued its decision 
in Phase I of the case in which it found that Verizon New England had demonstrated the existence of sufficient competition for most of its 
retail business services and granted Verizon New England pricing flexibility on the services. Price increases are not constrained. Price 
decreases are subject to price floor requirements. In addition, the DTE ruled that Verizon New England should reduce state switched access 
prices to interstate levels on a revenue neutral basis by increases in residence dial-tone rates. With respect to residence services, the DTE 
tentatively concluded that Verizon New England should have pricing flexibility for non-basic services but that increases in basic services 
should be limited. The DTE directed Verizon New England to file proposals consistent with its findings. 

In May 2003, the DTE issued a final ruling approving with minor modifications Verizon New England's compliance filing implementing the 
DTE's alternative regulatory plan. The plan gives Verizon New England pricing flexibility for most retail business services and residence non- 
basic services, including second dial-tone lines. The DTE also approved rate reductions for state switched access prices to interstate levels with 
offsetting revenue-neutral increases in residence dial-tone rates. Those rate changes became effective on June 1,2003. 

New Hampshire 
Verizon New England's operations in New Hampshire are currently subject to rate of return regulation. On January 16, 2004, the New 
Hampshire Public Utilities Commission (NHPUC) concluded a comprehensive proceeding examining the appropriate cost of capital for 
Verizon. In its order, the NHPUC set the average weighted cost of capital for Verizon at 8.2%. At present, the newly determined cost of capital 
has no effect on Verizon's retail revenues. The " P U C  directed Verizon to file revised UNE rates reflecting this new cost determination by 
March 16, 2004. Verizon's current UNE rates were approved in 2001 relying upon an average weighted cost of capital of 10.46%. Verizon 
filed an appeal of the N€€PUC decision in federal district court in New Hampshire. The NHPUC's order to file new UNE rates was stayed by 
stipulation during the appeal. A decision by the court is pending. On July 9, 2004, the NHPUC issued an order finding the existing Directory 
Licensing Agreement between Verizon New England and its affiliated Yellow Pages company to be unreasonable as it did not include a 
directory revenue sharing provision. As a result, the " P U C  directed that Verizon impute $23.3 million for purposes of intrastate ratemaking 
in New Hampshire. On October 19, 2004, the " P U C  issued an order denying Verizon's Motion for Reconsideration of the decision. At 
present, the NHPUC ruling regarding imputation has no effect on Verizon's retail rates. Verizon has filed an appeal with the New Hampshire 
Supreme Court. 

Rhode Island 
Pursuant to a directive of the Rhode Island Public Utilities Commission (RIPUC), Verizon Rhode Island filed in July 2002 a proposal for a new 
alternative regulation plan to replace the existing price cap plan that was to expire in December 2002. Following the close of evidentiary 
hearings in the case, Verizon Rhode Island and the Rhode Island Division of Public Utilities and Carriers (Division) filed a stipulation on 
December 6,2002 resolving all issues in the case. The principal components of the stipulated plan are: 

No index or price cap formula; 

Pricing flexibility for all business services, subject to a long-run incremental cost (LR1C)-based price floor; 

The company may increase residential basic exchange rates by $1 per year in years one and two. An additional $1 increase in year 
three will be subject to RIPUC and Division review; 

The company may pass through exogenous changes, subject to a $2.5 million annual cap, but must absorb the first $1 million in 
exogenous changes in the year in which approval is sought; 

The company will continue its voluntary funding of a discount program for Internet access for schools and libraries at up to $2 
million per year until the earlier of December 31, 2004, or the implementation of an alternative funding mechanism (e.g., 
legislation) ; 
The current retail service quality plan is maintained with certain modifications; and 

The term of the plan is three years. 

After further hearing and briefing, the RIPUC approved the stipulation at an open meeting on January 10,2003, with two modifications. First, 
the RIPUC imposed limits on price increases for all other non-basic residential services as follows: 

For services priced at $5 or less, rates may increase 15% per year 

For services priced at $5.01 to $10, rates may increase 10% per year 
For services priced over $10, rates may increase 5% per year 
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Second, the company is required to file quarterly reports showing for each wire center in the state the number of access lines served by the 
company and the number and type of access lines served by competitors. On March 3 1,2003, the RIPUC issued an order adopting the modified 
stipulation approved on January 10,2003. 

Vermont 
In 2000, the Vermont Public Service Board approved a five-year incentive regulation plan that will provide Verizon New England with 
increased flexibility to introduce and price new products and services. The plan also removes most restrictions on Verizon New England’s 
earnings from Vermont operations during the life of the plan and contains no productivity adjustment. The plan limits Verizon New England’s 
ability to raise prices on existing products and services, and requires revenue reductions of $16.5 million at the outset of the plan, $6.5 million 
during the first year of the plan and approximately $6.0 million over the subsequent years of the plan. The plan also requires some service 
quality improvements subject to financial penalty. In May 2004, the Vermont Public Service Board opened a proceeding to consider the form 
of regulation for Verizon following the expiration of the current plan. The Vermont Public Service Board is expected to make a decision by 
July 2005. 

Verizon New Jersey Inc. 

The 1992 New Jersey Telecommunications Act classifies telecommunications services as “competitive” or “protected.” “Protected telephone 
services” include basic residence, touch-tone, access services other than those otherwise deemed competitive by the New Jersey Board of 
Public Utilities (NJBPU), business local service for customers with four lines or less, and the ordering, installation and restoration of these 
services. Verizon New Jersey provides “protected telephone services” and other services, including vertical services (Rate-Regulated Services), 
under a Plan for Alternative Form of Regulation, which became effective on July 1, 2002, pursuant to a decision announced by the NJBPU on 
June 19,2002 and issued August 19,2003. The new plan eliminates earnings regulation, eliminates earnings sharing provisions, streamlines the 
process to introduce new services and strengthens commitments to service quality, lifeline service and schools and public libraries. A petition 
for reconsideration of the plan was filed by an opposing party. Additionally, a Verizon New Jersey petition to lower the competitive threshold 
for business local service to customers with less than two lines is pending before the NJBPU, with a ruling expected on or before March 31, 
2005. 

Verizon New York Inc. 

New York 
The New York State Public Service Commission (NYSPSC) adopted an incentive plan to regulate the services of Verizon New York, effective 
March 1, 2002. The plan expired in 2004, except that the service quality provisions of the plan will expire in 2005. The plan establishes state- 
wide service quality standards, with the potential for customer credits if Verizon fails to meet those standards. Verizon New York will 
complete its transition to generally accepted accounting principles for preparing financial statements for regulatory purposes in March 2005. 
Verizon New York’s rates are proposed by the company based on several factors, including the competitiveness of the service and the 
company’s underlying costs, and are subject to approval by the NYSPSC. 

Connecticut 
In December 2004, the Connecticut Department of Public Utility Control adopted an incentive regulation plan proposed by Verizon New York, 
which eliminates regulation of earnings and provides other deregulatory benefits for Verizon New York’s operations in Connecticut. 

Verizon North Inc. 

Illinois 
Verizon North’s telephone operations in Illinois are subject to rate of return regulation. Optional toll plans, Integrated Services Digital Network 
(ISDN), frame relay, payphones, CentraNet, and other data services are considered deregulated and have total pricing flexibility. 

Indiana 
Verizon North’s telephone operations in Indiana became subject to an alternative regulatory plan during 2004. Among other matters, earnings 
are not subject to regulation, tariff filings are streamlined, 3 tiers of services are subject to differing levels of pricing regulation and can be 
shifted between tiers, regulation of certain accounting standards and financings are eliminated and depreciation rates are not subject to 
approval. The plan has a three and one-half year term. 

Michigan 

Since the Michigan Telecommunications Act was passed in 1991, a form of regulation that focuses on services, prices and costs has replaced 
rate of return regulation. Earnings are not regulated. All rates for regulated services must meet a cost floor. Verizon North may increase local 
rates annually up to 1% less than the Consumer Price Index. Any rate increases above that amount must be approved by the Michigan Public 
Service Commission (MPSC) as “just and reasonable.” The MPSC may only approve rate increases based upon one or more of the foIlowing 5 
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factors: total service LRIC; comparison to other provider rates; whether a new function, feature or capability is offered; increase in costs to 
provide local service; and whether further investment is economically justified. The MPSC has no jurisdiction over numerous unregulated 
services. Other services have substantial pricing flexibility. 

Ohio 
Verizon North’s telephone operations in Ohio are subject to rate of return regulation. 

Pennsylvania 
On July 26,2001, the Pennsylvania Public Utility Commission (PPUC) rejected, in part, and accepted, in part, a proposed price cap plan filed 
by Verizon North. The PPUC accepted, with some modification, that part of the plan that provided for the deregulation of the pricing of 
competitive services; elimination of earnings sharing; adoption of a productivity factor based on inflation; a provision to adjust rates for 
exogenous events; and a price cap of rates of protected services. The PPUC rejected that part of Verizon North’s plan that provided for 
improvement of Verizon North’s network infrastructure. The PPUC subsequently approved a revised infrastructure plan for Verizon North that 
requires, inter alia, universal broadband deployment by 20 15. 

On November 30,2004, a statute reauthorizing alternative regulation in Pennsylvania (Act 183) was enacted into law. Act 183: 
Authorizes Verizon North to file an amended network modernization plan requiring it to deploy a universal broadband network, 
defined at 1.544 megabits per second, not later than 2015, and the plan cannot be subsequently changed without Verizon North’s 
consent; 
Permits annual price increases up to, but not exceeding, the GDP-PI minus -5% (for 100 broadband deployment by 2015) or 0% (by 
2013). 
Allows nonprotected services to be declared competitive through a one-day’s notice filing with the PPUC. 

Reduces PPUC reporting and other regulatory oversight requirements. 

Requires Verizon North to contribute up to 20% of the first year effect of GDP-PI price increases to funds designed to promote 
broadband in schools and broadband education and demand aggregation generally. 

Wisconsin 
Verizon North entered a price cap plan in 1995. The plan does not regulate earnings and price cap index increases can be accumulated and 
deferred up to three years. The maximum increase for any single basic rate element is 10% or the increase in the GDP-PI, whichever is greater. 
Overall basic local service increases are limited to GDP-PI less 2%. Intrastate access service mirrors interstate rates. There are no restrictions 
on other services as long as they cover LRICs. Rate changes are effective on one day’s notice after customer notice and new services take 
effect after ten days. The statute requires that no earlier than six years, and no more frequently than every three years thereafter, the Public 
Service Commission of Wisconsin may by rule increase or decrease the GDP-PI productivity factor in any twelve-month period to reflect any 
statewide changes in the productivity experience of the telecommunications industry. The latest productivity factor review is complete and the 
factor was not changed. 

Verizon Northwest lnc. 
California 
Verizon Northwest’s California operations are subject to rate of return regulation. 

Idaho 
Verizon Northwest’s Idaho operations are subject to rate of return regulation. 

Oregon 
Verizon Northwest’s Oregon operations are subject to rate of return regulation. Pricing flexibility is permitted in competitive zones and 
Verizon Northwest currently has Digital Channel Service, ISDN, PBX trunks (telephone switching equipment on customer premises), DID 
trunks (trunks from the customer premises switches to the central office) and single line business service offerings in these zones. Billing and 
collection and CentraNet are in a competitive class and are flexibly priced. 
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Washington 
Verizon Northwest’s Washington operations are subject to rate of return regulation. IntraLATA toll and billing and collection are flexibly 
priced. 

Verizon Pennsylvania Inc. 
The PPUC regulates Verizon Pennsylvania under an Alternative Regulation Plan approved in 1994. The plan provides for a pure price cap plan 
with no sharing of earnings with customers and replaces rate base, rate of return regulation. Competitive services, including toll, directory 
advertising, billing services, Centrex service, paging, speed calling, repeat calling, and HiCap (high capacity private line) and business services 
provided to larger customers are price deregulated. All non-competitive services are price regulated. 

The plan: 
Permits annual price increases up to, but not exceeding, the GDP-PI minus 2.93%; 

Requires annual price decreases when the GDP-PI falls below 2.93%; 

Caps prices for protected services, including residential and business basic exchange services, special access and switched access, 
through 1999; and 
Permits revenue-neutral rate restructuring for noncompetitive services. 

The PPUC’s order approving the Bell Atlantic-GTE merger extended the cap on residential and business basic exchange services through 
2003. 

The plan also requires deployment of a universal broadband network. On September 17,2003, the PPUC approved a revised plan that requires 
Verizon Pennsylvania to deploy a universal broadband network, defined at 1.544 megabits per second, in the following phases: 50% by 2004; 
60% by 2006; 70% by 2008; 80% by 2010, 90% by 2012 and 100% by 2015. Verizon Pennsylvania is also required to make broadband 
services at 45 megabits per second available on a commercially reasonable time frame to 50% of exchanges by 2004 and 100% by 2015. 

In December 2003, the statute authorizing alternative regulation in Pennsylvania expired. In January 2004, the PPUC issued a policy statement 
that the expiration of the statute had no effect upon current incentive regulation plans. 

As described in Verizon North’s Pennsylvania operations above, on November 30, 2004, a new statute reauthorizing alternative regulation in 
Pennsylvania, Act 183, was enacted into law. The provisions of Act 183 also apply to Verizon Pennsylvania. 

Verizon South Inc. 
North Carolina 

Verizon South’s operations in North Carolina have been under a price cap plan since 1996 that was subject to review in 2002 - 2003. Earnings 
are not regulated and local rates can be increased by GDP-PI less 2%. Rate increases are effective on fourteen days notice. Verizon South has 
complete flexibility to increase rates for billing and collection, Centrex, and enhanced digital switch service. The current price cap plan is under 
review. 

South Carolina 
Verizon South’s South Carolina price cap plan started during 2000. Under the statute, existing rates are deemed just and reasonable on the date 
of notification. Residential and single-line business local service rates are capped for two years from the date of election. After two years, these 
rates may be adjusted annually pursuant to an inflation-based index. Rates for other services are flexibly priced. Price decreases are effective in 
seven days. Price increases and new services prices are effective in fourteen days. 

Virginia 

On December 21, 2000, the Virginia State Corporation Commission (VSCC) approved a price cap plan for Verizon South that was 
substantially similar to Verizon Virginia’s plan. In January 2005, the VSCC approved modifications to the plan described below. 

Verizon Southwesl 
The Texas Public Utilities Commission regulates Verizon Southwest under a price cap plan with no cap on earnings pursuant to the Public 
Utility Regulatory Act (PURA). The plan places services into four categories: 

Basic services - These include basic local residential charges such as service connection, mandatory expanded calling plans and 
residential call waiting. Price increases prior to September 1,2005 are only allowed to adjust for changes in FCC separations that 
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affect net income by at least 10% and for rate group reclassifications due to access line growth. After September 1, 2005, price 
increases require approval. Full packaging (an integrated offering of some or all of our products and services) is allowed. 
Non-basic services - This category only includes switched access, which is price-capped until September 1,2005. Decreases can be 
made to the LRIC. The statute contains no expiration provision. 
Price-capped non-basic services - These services include basic local business charges such as service connection and BRI-ISDN 
(Basic Rate Interface - Integrated Services Digital Network). These services are price-capped until September 1, 2005. Decreases 
can be made to the LRIC. Full packaging is allowed. 
Non-basic services without caps - This category represents all other regulated services, including intraLATA toll, custom calling 
features (except residential call waiting), special access, operator services, PBX and ISDN services. These services have unlimited 
upward pricing flexibility. Decreases can be made to the LRIC (with imputation) or the prices in effect on September 1, 1999, 
whichever is less. Full packaging is allowed. 

- 

Verizon Virginia Znc. 
Effective in 1995, the VSCC approved an alternative regulatory plan that regulates Verizon Virginia’s noncompetitive services on a price cap 
basis and does not regulate Verizon Virginia’s competitive services. The plan does not regulate profits. In June 2001, the VSCC modified the 
plan and extended the moratorium on rate increases for basic local telephone service until 2004. In January 2005, the VSCC again modified the 
plan, permitting additional pricing flexibility for noncompetitive services and eliminating various regulatory requirements. The plan’s effective 
date is February 1,2005 and it has no expiration date. 

Verizon Washington, DC Inc. 
On September 9, 2004, the District of Columbia Public Service Commission (DCPSC) approved an amended price cap plan for local retail 
services provided by Verizon Washington, DC. Key provisions of the 2004 plan include: 

A three-year term; 

No earnings restrictions, service penalties or revenue sharing; 

Four service categories: basic residential, basic business, discretionary and competitive; 

A cap on residential dial-tone line rates until 2006; 

Annual pricing flexibility for all other basic residential services, with the increase in total revenues from these services limited to 
the annual inflation rate (as measured by the change in GDP-PI) and increases for any individual service in the category limited to 
10%; 

Classification of all business services as competitive with complete pricing flexibility except for basic business dial-tone lines and 
message units, E91 1, local directory service and Connect Request; 
Pricing flexibility on discretionary services, with a 15% annual limit on any rate increase; and 

Flexibility to bundle or package existing services. 

Verizon West Virginia Inc. 
On October 3, 2001, the West Virginia Public Service Commission (WVPSC) approved Verizon West Virginia’s new Incentive Regulation 
Plan (IRP). The IRP continues, until December 31,2005, the flexible price regulation of competitive services, caps on basic rates, infrastructure 
commitments and unlimited earnings freedom that have been in place since 1988. In addition, long distance, wide area telephone service and 
national directory assistance will be rate-deregulated, and Verizon West Virginia may petition for the rate deregulation of any other service, 
except basic residential service, at any time. 

Competition 
Current and potential competitors in telecommunication services include long distance companies, other local telephone companies, cable 
companies, wireless service providers, foreign telecommunications providers, electric utilities, Internet service providers and other companies 
that offer network services. Many of these companies have a strong market presence, brand recognition and existing customer relationships, all 
of which contribute to intensifying competition and may affect our future revenue growth. 
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end-users are substituting wireless services for basic wireline service. Wireless telephone services can also be used for data transmission. 

Public Telephone Services 

The growth of wireless communications has significantly decreased usage of public telephones, as more customers are substituting wireless 
services for public telephone services. In addition, we face competition from other providers of public telephone services. 

Local Exchange Services 
The ability to offer local exchange services historically has been subject to regulation by state regulatory commissions. Applications from 
competitors to provide and resell local exchange services have been approved in every jurisdiction in our service territory. The 1996 Act has 
significantly increased the level of competition in our local exchange markets. 

One of the purposes of the 1996 Act was to ensure, and accelerate, the emergence of competition in local exchange markets. Toward this end, 
the 1996 Act requires most existing local exchange carriers (incumbent local exchange carriers, or ILECs), including our telephone operations, 
to permit potential competitors (CLECs) to: 

Purchase service from the LLEC for resale to CLEC customers; 

Purchase UNEs from the ILEC; and/or 

Interconnect the CLEC’s network with the KEC’s network. 

e 

e 

As a result, competition in our local exchange markets continues to increase. Our telephone operations generally have been required to sell 
their services to CLECs at discounts of approximately 51% from the prices our telephone operations charge their retail customers. The scope of 
these obligations going forward will be affected by the new unbundling rules described above, and the rates we charge local exchange 
competitors for access to UNEs remain under near-continual review and revision by state regulators and often result in reductions in those 
rates. See “State Regulation of Rates and Services.” 

Long Distance Services 

We offer intraLATA and interLATA long distance services. IntraLATA toll calls originate and terminate within the same LATA, but generally 
cover a greater distance than a local call. State regulatory commissions rather than federal authorities generally regulate these services. Federal 
regulators have jurisdiction over interstate toll services. All of our state regulatory commissions (except in Washington, D.C., where 
intraLATA toll service is not provided) permit other carriers to offer intraLATA toll services within the state. InterLATA toll calls terminate 
outside the LATA of origination. We now offer long distance services throughout the United States, capping a seven-year effort. Our authority 
in Alaska is limited to interstate and international services. A number of our major competitors in the long distance business have strong brand 
recognition and existing customer relationships. 

Alternative Access Services 

A substantial portion of our telephone operations’ revenues from business and government customers is derived from a relatively small number 
of large, multiple-line subscribers. 

We face competition from alternative communications systems, constructed by large end-users, interexchange carriers and alternative access 
vendors, which are capable of originating and/or terminating calls without the use of our plant. The FCC’s orders requiring us to offer 
collocated interconnection for special and switched access services have enhanced the ability of such alternative access providers to compete 
with us. 

Other potential sources of competition include cable television systems, shared tenant services and other noncarrier systems which are capable 
of bypassing our telephone operations’ local plant, either partially or completely, through substitution of special access for switched access or 
through concentration of telecommunications traffic on fewer of our telephone operations’ lines, and through substitution of UNEs for special 
access services. 
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Operator Services 
Our operator services product line faces competition from alternative operator services providers and Internet service providers. 

1 Domestic Wireless I 
Operations 
Our Domestic Wireless segment provides wireless voice and data services and equipment sales in the United States, principally through 
Verizon Wireless. 

Verizon Wireless is the most profitable wireless communications provider in the U.S., in terms of operating income. Verizon Wireless has the 
second largest customer base of any U.S. wireless provider, with 43.8 million wireless subscribers as of December 31, 2004, and provides 
wireless voice and data services across the United States. Approximately 269 million people reside in areas of the U.S. in which we have FCC 
licenses to offer our services and approximately 243 million people reside in areas covered by our service. This coverage includes 
approximately 90% of the population in our licensed areas and 49 of the 50 and 97 of the 100 most populated US.  metropolitan areas. 

Wireless licenses are granted by the FCC for an initial 10-year term and are renewable for successive 10-year terms. To date, all Verizon 
Wireless and predecessor company wireless licenses have been successfully renewed. 

Background 
The wireless joint venture was formed in April 2000 in connection with the combination of the U.S. wireless operations and interests of 
Verizon and Vodafone Group Pic (Vodafone). The wireless joint venture operates as Verizon Wireless. Verizon owns a controlling 55% 
interest in Verizon Wireless and Vodafone owns the remaining 45%. 

Recent Acquisitions 
On October 29, 2004, we acquired a 10 MHz personal communications services license from NextWave Telecom Inc. (NextWave) covering 
the New York metropolitan area for $930 million in cash. The license, which covers New York City and northern and central New Jersey, as 
well as Westchester and Rockland counties in New York, provides additional capacity for voice and data services. 

In May 2003, we acquired 50 wireless licenses and related network assets from Northcoast Communications LLC for $762 million in cash. The 
licenses provide Verizon Wireless with additional growth capacity over large portions of the East Coast and Midwest. Total population served 
by the licenses is approximately 47 million. 

Competition 
There is substantial competition in the wireless telecommunications industry. We expect competition to intensify as a result of the higher 
penetration levels that currently exist in the industry, ongoing industry consolidation, local number portability, the development and 
deployment of new technologies, the introduction of new products and services, the availability of additional spectrum, both licensed and 
unlicensed, and regulatory changes. Other wireless providers, including other cellular and personal communications services operators and 
resellers, serve each of the markets in which we operate. We currently provide service to 49 of the top 50 markets in the US., and each of these 
49 markets has an average of four other competing wireless providers. Competition also may increase if smaller, stand-alone wireless providers 
transfer licenses to larger, better capitalized and more experienced wireless providers. In addition, resellers that buy bulk wholesale service 
from carriers for resale, provide another category of differentiated competitors in the marketplace. 

We compete primarily against four other major wireless service providers: Cingular Wireless LLC, Nextel Communications, Inc., Sprint 
Corporation and T-Mobile USA, Inc. In addition, in many markets we also compete with regional carriers, such as ALLTEL Corporation and 
US Cellular Corporation. On December 15, 2004, Sprint and Nextel announced an agreement for a merger between their companies. Based on 
reported information, the two entities, if fully combined as of December 31, 2004, would have been the third largest U.S. wireless service 
provider in terms of customers. The acquisition is subject to shareholder and regulatory approvals. Sprint and Nextel have announced that they 
expect the transaction to close in the second half of 2005. 
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We believe that the following are the most important competitive factors in our industry: 
Network quality, capacity and coverage: In recent years, competition in our industry has led to lower prices and to the popularity of pricing 
plans that do not charge for roaming which, in turn, has led to increased minutes of use per customer. As a result, the ability to keep pace with 
network capacity needs and offer high quality national coverage through the company’s network is important. We have an extensive national 
network, and we continue to look for expansion opportunities through the build-out of existing licenses, acquisitions and/or spectrum leasing. 
We own licenses that cover much of the country but we will need to spend significant amounts to expand our capacity and extend our coverage 
area. Most of our competitors also have build-out needs, which they are seeking to mitigate through acquisitions or through affiliate and/or 
roaming agreements with other wireless providers. 

Customer service: Quality customer service is essential to ensure that existing customers do not terminate service and to obtain new customers. 
With local number portability, customers may find it easier to switch their service to an alternate carrier, since they can take their telephone 
number with them to that carrier. We believe that our quality customer service will be a key to retaining our customers and to attracting 
customers who want to switch from other carriers. We are very focused on continually enhancing our customer service. Our competitors also 
recognize the importance of customer service and are also focusing on improving the customer experience. 

Pricing: Service and equipment pricing is an important area in which wireless carriers compete. We seek to compete in this area by offering our 
customers services and equipment that they will regard as the best available value for their money. 

Product Development: As wireless technologies develop and wireless broadband networks proliferate, continued customer and revenue growth 
will be increasingly dependent on the development of new and enhanced products and services. We are committed to continue enhancing our 
ability to envision, evaluate and rapidly deploy new and innovative handsets and customer solutions. 

Distribution: Key to achieving sales success in the wireless industry is the reach and quality of sales channels and distribution points. We 
believe that the optimal mix of direct, indirect and wholesale distribution channels is an important ingredient in achieving industry-leading 
sales. A goal of our distribution strategy is to increase sales through our company-operated stores and our outside sales team, as well as through 
telemarketing and web-based sales and fulfillment capabilities. Supplementing this is an extensive indirect distribution network of full-service 
retail outlets and prepaid replenishment locations, as well as various resellers who buy our service on a wholesale basis. 

Capital resources: In order to expand the capacity and coverage of their networks and introduce new products and services, wireless providers 
require significant capital resources. We generate significant cash flow from operations. Some of our competitors also have significant cash 
flow. 

As a result of competition, we may encounter further market pressures to: 

increase advertising spending; or 

respond to particular short-term, market-specific situations, for example, promotional service pricing or equipment discounts; 

introduce new service offerings at lower prices or restructure our service packages to offer more value; 

increase our capital investment to ensure we retain our market leadership in service quality. 

Such market pressures could cause us to experience lower revenues, margins and average revenue per user, as well as increased capital 
spending to ensure proper capacity levels. 

Our success will depend on our ability to anticipate and respond to various factors affecting the industry, including the factors described above, 
as well as new technologies, changes in customer preferences, regulatory changes, demographic trends, economic conditions, and pricing 
strategies of competitors. 

1 ~nformation Services 1 
Information Services is a world leader in print and online directory publishing and a content provider for electronic communications products 
and services. A leader in linking buyers and sellers, we produce Verizon Superpages print yellow and white pages directories, as well as the 
Internet’s No. 1 online directory, SuperPages.com. We pursue growth by offering customers comprehensive advertising solutions that include 
bundled print and electronic commerce offerings. 

Information Services provides sales, publishing and other related services for approximately 1,650 directory titles in 46 states, Washington, 
D.C., 5 countries and a Commonwealth outside the United States. This includes almost 1,200 Verizon directory titles with a circulation of 
approximately 119 million copies in the US and 9 million copies internationally. 

In 2003, we completed the sale of our directory businesses in Europe, which consisted of publishing operations in Austria, the Czech Republic, 
Gibraltar, Hungary, Poland and Slovakia. 

In 2004, Verizon sold Verizon Information Services Canada Inc. directory operations to an affiliate of Bain Capital, a private investment firm, 
for $1.6 billion. The saie closed in the fourth quarter 2004, generating an after tax-gain of $5 16 million. 
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Our directory publishing business competes within the yellow pages industry with six major U.S.-based directory publishers (SBC 
Communications Inc., BellSouth Corporation, R.H. Donnelley Corporation, Yellow Book USA, Dex Media, Inc. and Trans Western 
Publishing) and encounters competition in nearly all of our domestic print markets. We also compete against alternative advertising media, 
including radio, network and cable television, newspapers, magazines, Internet, direct mail and others for a share of the total U.S. advertising 
media market. Our SuperPages.com competitors include national directory and local Internet search engines including Yahoo and Google. 

~~~ ~~~ ~ ~~ I International 
Our International segment includes investments in international wireline and wireless communications operations primarily in the Americas 
and Europe. Our consolidated international investments as of December 31, 2004 included Verizon Dominicana, C. por A. (Verizon 
Dominicana) in the Dominican Republic, Telecomunicaciones de Puerto Rico, Inc. (TELPRI) in Puerto Rico and Micronesian 
Telecommunications Corporation in the Northern Mariana Islands. As of December 3 1, 2004, our International segment managed 
approximately 5 million access lines and provided wireless services to approximately 27 million customers. 

Americas 
Canada 

In December 2004 we sold our 20.5% interest in TELUS Corporation. TELUS is a full-service telecommunications provider of 
telecommunications products and services including data, voice and wireless services across Canada. 

Dominican Republic 

We own 100% of Verizon Dominicana, the principal telecommunications provider in the Dominican Republic. Verizon Dominicana provides 
local, wireless, national and international long distance and Internet access services throughout the Dominican Republic. At December 3 1, 
2004, Verizon Dominicana served approximately 793,000 access lines and 1.3 million wireless customers. 

Puerto Rico 

As of December 31, 2004, we owned a 52% interest in TELPRI, which owns Puerto Rico Telephone Company (PRTC), Puerto Rico’s 
principal wireline company. Verizon Wireless Puerto Rico (VWPR), a division of PRTC, is Puerto Rico’s second largest wireless company. At 
December 31,2004, PRTC served 1.2 million access lines and VWPR provided wireless services to approximately 387,000 customers. 

Venezuela 

We own a 28.5% interest in Compaiiia Anhima Nacional TelCfonos de Venezuela (CANTV), Venezuela’s largest full-service 
telecommunications provider. CANTV offers local services, national and international long distance, Internet access and wireless services in 
Venezuela as well as public telephone, private network, data transmission, directory and other value-added services. At December 3 1, 2004, 
CANTV served approximately 3.1 million access lines and 3.1 million wireless customers. 

Europe and Asia 
Italy 

We own a 23.1% interest in Vodafone Omnitel N.V. (Vodafone Omnitel), an Italian digital cellular telecommunications company. It is the 
second largest wireless provider in Italy. Vodafone Omnitel served 22.2 million subscribers at December 3 1,2004. 

Gibraltar 

Gibraltar NYNEX Communications Limited, operating as Gibtelecom, is a full-service provider of wireline, wireless, and Internet access 
services to the country of Gibraltar. We currently own a 50% interest in the company. Our sole partner in the company is the Government of 
Gibraltar. 

Slovakia 

In December 2004 we sold our 24.5% interest in EuroTel Bratislava, a s .  (EuroTel Bratislava). EuroTel Bratislava is a leading provider of 
mobile telecommunication services and managed data network services in Slovakia. 

Indonesia 
In January 2005, we sold our 23.1% interest in P.T. Excelcomindo Pratama, a nationwide provider of GSM services in Indonesia. In 2004, we 
also sold our 36.7% interest of P.T. Citra Sari Makmur, a provider of data, voice and video communications in Indonesia. 
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Northern Marium Islands 
We are the sole shareholder of Micronesian Telecommunications Corporation (MTC), a full-service telecommunications provider. At 
December 31, 2004, MTC served approximately 32,000 access lines and 23,000 wireless customers on the islands of Saipan, Tinian and Rota. 
In November 2001 an agreement was signed to sell MTC, which is pending due to regulatory approvals. 

Other 
Our International segment formerly included several Asian properties in which our investment was 20% or less. In 2004, we sold all of our 
investments in this category including our investments in Japan - the Tu-Ka companies and Taiwan - the Taiwan Cellular Corporation. 

International Regulatory and Competitive Trends 
For several years, the telecommunications industry has been experiencing dynamic changes as national and international regulatory reforms 
embrace competition. 

In the Dominican Republic, Verizon Dominicana faces both wireline and wireless competitors, although it remains the principal service 
provider in all telecommunication segments. The Dominican Republic’s regulatory environment is generally favorable and pricing is set at 
market rates. 

In Puerto Rico, TELPRI operates in a highly competitive telecommunications market. All wireline services, including local, long distance, 
Internet access and data, face competition from various providers including a facilities-based local carrier, interexchange carriers, resellers, 
cable providers, and Internet service providers. PRTC remains the leading wireline service provider in Puerto Rico and continues to protect its 
leading position. In the wireless market, VWPR competes against five other wireless carriers and is second in wireless market share operating 
under the Verizon Wireless brand. With respect to regulatory matters, PRTC continues to operate in a very challenging environment. In 2001 
and 2002 the Puerto Rico Telecommunications Regulatory Board (TRB) issued orders, which called for cash refunds and substantial reductions 
in access rates for intra-island long distance service. In November 2003, PRTC reached an agreement with the TRB to implement the reduction 
in access rates and replace the cash refund portion of the order with an expansion of local exchange areas, rate adjustments to reflect these 
changes, certain local rate credits and the elimination of touchtone charges. 

In Venezuela, CANTV’s wireless operations have faced competition since inception. In late 2000, the government opened the basic telephone 
market for local, national and international long distance service to competition and issued new guidelines governing interconnection and the 
use of wireless spectrum. CANTV, however, is still subject to comprehensive rate regulation, especially with respect to residential services, 
that limits the company’s ability to raise prices to keep pace with changes in foreign exchange rates and inflation. CANTV remains 
Venezuela’s leading provider of switched, fixed local and domestic and international long distance services and is one of the country’s top 
providers of wireless services. In November 2004, the company announced its plan to acquire Digitel, the third largest wireless operator in 
Venezuela with 1.3 million subscribers for $450 million. When completed, CANTV will be the largest wireless provider with approximately 55 
percent of the Venezuelan wireless market. Completion of the transaction is subject to the execution of a definitive agreement, as well as 
regulatory and government approvals. 

In Italy, Vodafone Omnitel operates in an increasingly competitive and highly penetrated market. It responds with continued investment in 
loyalty programs and retail stores, coupled with a strong focus on business and high value customers. Vodafone Omnitel was awarded a license 
for third-generation mobile spectrum in 2000, which was subsequently extended from a 15-year life to a 20-year life in November 2001. 
During 2004, Vodafone Omnitel launched the commercial operations of its third-generation network. 

I Recent Develonments I 
MCI Acquisition 
On February 14,2005, Verizon announced that it had agreed to acquire MCI for a combination of Verizon common shares and cash (including 
MCI dividends). At the closing of the acquisition, Verizon will also assume MCI’s net debt (total debt less cash on hand). This consideration is 
subject to adjustment at closing and may be decreased based on MCI’s bankruptcy claims-related experience and international tax liabilities. 
The boards of directors of Verizon and MCI have approved the agreement. In addition to MCI shareowner approval, the acquisition requires 
regulatory approvals, which the companies are targeting to obtain in about one year. At least one other company has expressed an interest in 
acquiring MCI. 
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Spectrum Purchases 
On February 24, 2005, we signed an agreement with MetroPCS, Inc. to purchase 10 MHz of personal communications services spectrum 
covering the San Francisco area for a purchase price of $230 million. The transaction is subject to the approval of the FCC and the U.S. 
Department of Justice, and is expected to close in the second quarter of 2005. 

On February 15, 2005, the FCC’s auction of broadband personal communications services licenses ended and Verizon Wireless, together with 
affiliate Vista PCS, LLC, was the highest bidder for 63 licenses totaling approximately $697 million. 

On November 4,2004, we announced the signing of a definitive agreement with NextWave to purchase all of NextWave’s remaining personal 
communications services spectrum licenses in 23 markets for $3,000 million through the purchase of stock of NextWave following the 
completion of its bankruptcy reorganization, when it will own no assets other than the licenses. The 10 MHz and 20 MHz licenses, in the 1.9 
GHz personal communications services frequency range, cover a population of 73 million people and will be used to expand Verizon 
Wireless’s network capacity in 22 key existing markets, including New York, Boston, Washington, D.C. and Los Angeles, as well as to expand 
into Tulsa, Oklahoma. The transaction has been approved by the U.S. Department of Justice, the U.S. Bankruptcy Court and the FCC. The 
transaction is expected to close in April 2005. 

On July 1, 2004 we announced an agreement to purchase Qwest Wireless, LLC’s spectrum licenses and wireless network assets for $418 
million covering several existing and new markets. This transaction closed on March 4,2005. 

Sales of Businesses and Investments 
Telephone Access Lines 
In October 2004, Verizon announced that it had suspended discussions with potential buyers related ro its upstate New York access lines, 
pending an evaluation of its strategic options. However, we are continuing to consider plans for a reduction in the size of our access line 
business, including through a spin-off mechanism or otherwise, so that we may pursue our strategy of placing greater focus on the higher 
growth businesses of broadband and wireless. 

During the second quarter of 2004, we entered into an agreement to sell our wireline-related businesses in Hawaii, which operates 707,000 
switched access lines, for $1,650 million in cash, less debt. The closing of the transaction, expected in the first half of 2005, is contingent on 
state regulatory approval; the FCC and the U.S. Department of Justice have provided the necessary approvals. 

Environmental Matters 
During 2003, under a government-approved plan, remediation of the site of a former facility in Hicksville, New York that processed nuclear 
fuel rods in the 1950s and 1960s commenced. Remediation beyond original expectations proved to be necessary and a reassessment of the 
anticipated remediation costs was conducted. In addition, a reassessment of costs related to remediation efforts at several other former facilities 
was undertaken. As a result, an additional environmental remediation expense of $240 million was recorded in 2003. 

New York Recovery Funding 
In August 2002, President Bush signed the Supplemental Appropriations bill that included $5.5 billion in New York recovery funding. Of that 
amount, approximately $750 million has been allocated to cover utility restoration and infrastructure rebuilding as a result of the September 
1 lth terrorist attacks. These funds will be distributed through the Lower Manhattan Development Corporation following an application and 
audit process. As of September 30, 2004, we have applied for reimbursement of approximately $266 million. We received an advance of $1 1 
million in December 2003 and an additional advance of $77 million in June 2004. We are awaiting the results of an audit relating to the total 
amount that we have applied for reimbursement, including funds already received. On December 22,2004, we applied for reimbursement of an 
additional $136 million of “category 2” losses. Category 2 funding is for permanent restoration and infrastructure improvement. Our 
application is pending. 

I Employees 
As of December 31, 2004, Verizon and its subsidiaries had approximately 210,000 employees. Unions represent approximately 48% of our 
employees. 

Information on Our Internet Website 

We make available, free of charge on our website, our annual reports on Form 10-K, quarterly reports on Form IO-Q, current reports on Form 
8-K, and all amendments to those reports as soon as reasonably practicable after such material is electronically filed with or furnished to the 
SEC. Our website address is www.verizon.com. This information is included in “Investor Information” on our website. 
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I Cautionary Statement Concerning Forward-Looking Statements I 
In this Annual Report on Form 10-K we have made forward-looking statements. These statements are based on our estimates and assumptions 
and are subject to risks and uncertainties. Forward-looking statements include the information concerning our possible or assumed future 
results of operations. Forward-looking statements also include those preceded or followed by the words “anticipates,” “believes,” “estimates,” 
“hopes” or similar expressions. For those statements, we claim the protection of the safe harbor for forward-looking statements contained in the 
Private Securities Litigation Reform Act of 1995. 

The following important factors, along with those discussed elsewhere in this Annual Report, could affect future results and could cause those 
results to differ materially from those expressed in the forward-looking statements: 

materially adverse changes in economic and industry conditions and labor matters, including workforce levels and labor 
negotiations, and any resulting financial and/or operational impact, in the markets served by us or by companies in which we have 
substantial investments; 
material changes in available technology; 

technology substitution; 

an adverse change in the ratings afforded our debt securities by nationally accredited ratings organizations; 

the final results of federal and state regulatory proceedings concerning our provision of retail and wholesale services and judicial 
review of those results; 

a significant change in the timing of, or the imposition of any government conditions to, the closing of our transaction with MCI, 
Inc., actual and contingent liabilities and the extent and timing or our ability to obtain revenue enhancements and cost savings 
following the transaction; 
the effects of competition in our markets; 

the timing, scope and financial impacts of our deployment of fiber-to-the-premises broadband technology; 

the ability of Verizon Wireless to continue to obtain sufficient spectrum resources; and 

changes in our accounting assumptions that regulatory agencies, including the SEC, may require or that result from changes in the 
accounting rules or their application, which could result in an impact on earnings. 

Item 2. Properties 

I General 1 
Our principal properties do not lend themselves to simple description by character and location. Our total investment in plant, property and 
equipment was approximately $186 billion at December 31, 2004 and $181 billion at December 31, 2003, including the effect of retirements, 
but before deducting accumulated depreciation. Our gross investment in plant, property and equipment consisted of the following at December 
31: 

2004 2003 

Network equipment 78.7% 78.7% 
Land, buildings and building equipment 9.1 9.1 
Furniture and other equipment 8.7 9.0 
Other 3.5 3.2 

100.0% 100.0% 

Our properties are divided among our operating segments at December 3 1, as follows: 

2004 2003 

Domestic Telecom 
Domestic Wireless 
Information Services 
International 
Corporate and Other 

76.2% 78.0% 
19.9 18.0 
0.3 0.3 
3.0 2.9 
0.6 0.8 

100.0% 100.0% 

i Network equipment consists primarily of aerial cable, underground cable, conduit and wiring, wireless plant, telephone poles, switching 
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leases, capitalized computer software costs and leasehold improvements. A portion of our property is subject to the liens of their respective 
mortgages securing funded debt. 

The customers of our telephone operations are served by electronic switching systems that provide a wide variety of services. At December 31, 
2004, substantially all of the access lines were served by digital capability. 

I Capital Expenditures I 
We continue to make significant capital expenditures to meet the demand for telecommunications services and to further improve such 
services. Capital spending for Domestic Telecom was $7,118 million in 2004, $6,820 million in 2003 and $8,004 million in 2002. Capital 
spending for Domestic Wireless was $5,633 million in 2004, $4,590 million in 2003 and $4,414 million in 2002. Capital spending for 
Information Services, International and Corporate and Other businesses was $508 million in 2004, $464 million in 2003 and $634 million in 
2002. Capital spending for those years includes capitalized software and excludes additions under capital leases. Capital spending, including 
capitalized software, is expected to increase by approximately 10 percent in 2005. 

Item 3. Le@ Proceedings 
None. 

Item 4. Sichrnission qf Mutters io a Vote ofSecrci%y Holders 
Not Applicable. 

I Executive Officers of the Registrant 
Set forth below is information with respect to our executive officers. 

I 

Name Age Office Held Since 

Ivan G. Seidenberg 58 Chairman and Chief Executive Officer 2000 
Lawrence T. Babbio, Jr. 60 Vice Chairman and President 2000 
William P. Barr 54 Executive Vice President and General Counsel 2000 
Thomas A. Bartlett 46 Senior Vice President and Treasurer 2005 
David H. Benson 55 Senior Vice President and Controller 2003 
John W. Diercksen 55 Executive Vice President - Strategy, Development and Planning 2003 
Marc C. Reed 46 Executive Vice President - Human Resources 2004 
Dennis F. Strigl 58 Executive Vice President and President and CEO - Verizon Wireless 2000 
Thomas J. Tauke 54 Executive Vice President - Public Affairs, Policy and Communications 2004 
Doreen A. Toben 55 Executive Vice President and Chief Financial Officer 2002 

Prior to serving as an executive officer, each of the above officers have held high level managerial positions with the company or one of its 
subsidiaries for at least five years. 

Officers are not elected for a fixed term of office but are removable at the discretion of the Board of Directors. 

PART JI 
Item 5. Murket for Regi5trant’r Conimoti Eqiiitj, Rrluted Stockholder Mutters und I.ssner Pnrchares of’Equitj Securities 

The principal market for trading in the common stock of Verizon is the New York Stock Exchange. The common stock is also listed in the 
United States on the Boston, Chicago, Pacific and Philadelphia stock exchanges. As of December 31, 2004, there were 1,000,801 shareowners 
of record. 

High and low stock prices, as reported on the New York Stock Exchange composite tape of transactions, and dividend data are as follows: 

Cash Dividend Market Price 

High LOW Declared 

2004 First Quarter $ 39.54 !$ 35.08 $ .385 
Second Quarter 38.20 34.25 .385 
Third Quarter 41.01 34.13 .385 
Fourth Quarter 42.27 38.26 .385 

2003 First Quarter 
Second Quarter 
Third Quarter 
Fourth Quarter 

$ 44.31 $ 32.06 $ .385 
41.35 32.80 .385 
40.25 32.05 .385 
35.25 31.10 .3 85 
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Ltein 9B. Other Ii~fosi~iutioi~ 
None. 

1 The following table provides information about Verizon’s common stock repurchases during the fourth quarter of 2004. 

Total Number of Shares Maximum Number of Shares 
Total Number of Average Price Purchased as Part of Publicly that May Yet Be Purchased 

Period Shares Purchased Paid per Share Announced Plans or Programs (1) Under the Plans or Programs (2) 

October 2004 845,000 $ 40.68 845,000 72,368,200 
November 2004 1,145,000 41.16 1,145,000 7 1,223,200 
December 2004 763,000 4 1.66 763,000 70,460,200 

2,753,000 41.15 2,753,000 70,460,200 

(1) 
(2) 

On January 22,2004, Verizon’s Board of Directors authorized a common stock repurchase program. 

The program authorizes total repurchases of up to 80 million common shares and expires no later than the close of business on February 
28, 2006. Under the plan, Verizon has the option to repurchase shares for the corporation over time, with the amount and timing of 
repurchases depending on market conditions and corporate needs. 

Item 6. Selected Financial Datu 
Information required by this item is included in the 2004 Verizon Annual Report to Shareowners under the heading “Selected Financial Data” 
on page 13, which is incorporated herein by reference. 

Item 7. 
Information required by this item is included in the 2004 Verizon Annual Report to Shareowners under the heading “Management’s Discussion 
and Analysis of Results of Operations and Financial Condition” on pages 13 through 35, which is incorporated herein by reference. 

Management’s Discimion and Aizalysis qf Kesults of Operations and Financial Condition 

Item 7‘4, 
Information required by this item is included in the 2004 Verizon Annual Report to Shareowners under the heading “Market Risk” on pages 30 
through 3 1, which is incorporated herein by reference. 

Q u a ~ i t ~ t a ~ ~ e  and ~ ~ ~ ~ i ~ i f a t i ~ e  Disclosiises About Masket Risk 

Itein 8. 
Information required by this item is included in the 2004 Verizon Annual Report to Shareowners on pages 36 through 7 1, which is incorporated 
herein by reference. 

Financial S t~ te I i t e~ t t~  atid ~ u ~ ~ I ~ i ~ i e i ~ ~ a r y  Dafn 

Item 9. Clzaizges in and D i . s ~ ~ g ~ e e ~ n e ~ t . ~  with 1 1 c c ~ ~ i ~ i ~ ~ ~ i i ~ ~ . ~  oft Acconntiitg aid Financial Disclosure 
None. 

PitRT TIT 
Iton IO. 

For information with respect to our executive officers, see “Executive Officers of the Registrant” at the end of Part I of this Report. For other 
information required by this item see the Proxy Statement for our 2005 Annual Meeting of Shareholders filed pursuant to Regulation 14A, 
which is incorporated herein by reference. 

Directors and Execirtive Officers of tlce Xegivtsclnt 
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Item 11. Executive Compensation 
For information with respect to executive compensation, see the Proxy Statement for our 2005 Annual Meeting of Shareholders filed pursuant 
to Regulation 14A, which is incorporated herein by reference. 

Item 12. 
For information with respect to the security ownership of the Directors and Executive Officers and related stockholder matters, see the Proxy 
Statement for our 2005 Annual Meeting of Shareholders filed pursuant to Regulation 14A, which is incorporated herein by reference. In 
addition, see the following table for other equity compensation plan information: 

Security Ownership of Certain Beneficid Owners atid Management 

Pian category 

Number of securities 
remaining available for 

future issuance under equity 
Number of securities to be 

issued upon exercise of 
outstanding options, warrants 

Weighted average exercise price of 
outstanding options, warrants and 

and rights rights compensation plans 

Equity compensation plans 

Equity compensation plans not 
approved by security holders 223,617,461 $ 48.87 107,339,110 

approved by security holders 53,765,627 42.40 5,064,146" 

Total 277,383,088 47.62 112,403,256 

* Indicates the number of securities available for issuance under the Verizon Communications 2000 Broad-Based Incentive Plan, which 
provides for awards of nonqualified stock options, restricted stock, restricted stock units and other equity-based hypothetical stock units 
to employees of Verizon and its subsidiaries. 

Item 13. 
For information with respect to certain relationships and related transactions, see the Proxy Statement for our 2005 Annual Meeting of 
Shareholders filed pursuant to Regulation 14A, which is incorporated herein by reference. 

Certain ~ ~ l a t i ~ ) ~ ~ . s ~ ~ i ~ s  and Related Transactiom 

fteni 14. Principal Accorrntiiig Fees and Services 

For information with respect to principal accounting fees and services, see the Proxy Statement for our 2005 Annual Meeting of Shareholders 
filed pursuant to Regulation 14A, which is incorporated herein by reference. 

PART IV 
Item 15. 

(a) 

Exhibil,, Fiiiciizeiul Statement Schedub, 
Documents filed as part of this report: 

(1) Report of Management on Internal Control Over Financial Reporting 

Report of Independent Registered Public Accounting Firm on Internal Control Over Financial Reporting 

Report of Independent Registered Public Accounting Firm on Financial Statements 

Financial Statements covered by Report of Independent Registered Public Accounting Firm: 
Consolidated Statements of Income 
Consolidated Balance Sheets 
Consolidated Statements of Cash Flows 
Consolidated Statements of Changes in Shareowners' Investment 
Notes to Consolidated Financial Statements 
* Incorporated herein by reference to the appropriate portions of the registrant's annual report to shareowners 

for the fiscal year ended December 31,2004. (See Part 11.) 

(2) Financial Statement Schedule 

I1 - Valuation and Qualifying Accounts 

(3) Exhibits 
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Exhibit Number 

3a 

3b 

4 
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10b 

1 oc 

1Od 

1 Oe 

1 Of 

1% 

10h 
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lOj 

10k 

101 

10m 

1On 

100 

1OP 

10q 

Restated Certificate of Incorporation of Verizon Communications Inc. (Verizon) (Exhibit 3a to Form IO-K for the year ended 
December 3 1,2000). 

Bylaws of Verizon, as amended and restated (Exhibit 3b to Form 10-K for the year ended December 31,2003). 

No instrument which defines the rights of holders of long-term debt of Verizon and its consolidated subsidiaries is filed herewith 
pursuant to Regulation S-K, Item 601(b)(4)(iii)(A). Pursuant to this regulation, Verizon hereby agrees to furnish a copy of any such 
instrument to the SEC upon request. 

Description of Verizon Deferred Compensation Plan for Non-Employee Directors (Exhibit 10a to Form 10-K for the year ended 
December 3 1,2000). * 
10a(i) Description of Amendment to Plan filed herewith. 

Bell Atlantic Deferred Compensation Plan for Outside Directors, as amended and restated (Exhibit 10a to Form 10-K for the year 
ended December 31, 1998).* 

Deferred Compensation Plan for Non-Employee Members of the Board of Directors of GTE, as amended (Exhibit 10-1 to GTE’s 
Form 10-K for the year ended December 31, 1997 and Exhibit 10.1 to GTE’s Form IO-K for the year ended December 31, 1998, File 

GTE’s Directors’ Deferred Stock Unit Plan (Exhibit 10-8 to GTE’s Form 10-K for the year ended December 31, 1997, File No. 1- 
2755).* 

Description of Plan for Non-Employee Directors’ Travel Accident Insurance (Exhibit 1Oc to Form 10-K for the year ended December 
31, 1999).* 

Bell Atlantic Directors’ Charitable Giving Program, as amended (Exhibit lop to Form SE dated March 29, 1990 and Exhibit lop to 
Form SE dated March 29, 1993).* 

GTE’s Charitable Awards Program (Exhibit 10- 10 to GTE’s Form 10-K for the year ended December 3 1, 1992, File No. 1-2755).* 

NYNEX Directors’ Charitable Award Program (Exhibit 1Oi to Form 10-K for the year ended December 31, 2000).* 

Verizon Communications 2000 Broad-Based Incentive Plan (Exhibit 10h to Form 10-Q for the period ended September 30,2000).* 

Verizon Communications Inc. Long-Term Incentive Plan (Appendix B to Verizon’s 2001 Proxy Statement filed March 12,2001).* 

GTE’s Long-Term Incentive Plan, as amended (Exhibit B to GTE’s 1997 Proxy Statement and Exhibit 10.5 to GTE’s 1998 Form 10-K 
for the year ended December 31, 1998, File No. 1-2755); Description of Amendments (Exhibit 101 to Form 10-K for the year ended 
December 3 1,2000). * 
NYNEX 1990 Stock Option Plan, as amended (Exhibit No. 2 to NYNEX’s Proxy Statement dated March 20, 1995, File No. 1-8608); 
Description of Amendments (Exhibit 10m to Form 10-K for the year ended December 31,2000).* 

NYNEX 1995 Stock Option Plan, as amended (Exhibit No. 1 to NYNEX’s Proxy Statement dated March 20, 1995, File No. 1-8608); 

NO. 1-2755).* 

Description of Amendments (Exhibit 10n to Form 10-K for the year ended December 31,2000).* 

Verizon Communications Inc. Short-Term Incentive Plan (Appendix C to Verizon’s 2001 Proxy Statement filed March 12,200 

Verizon Communications Inc. Income Deferral Plan (Exhibit 10f to Form 10-Q for the period ended June 30,2002).* 

lOo(i) Description of Amendment to Plan filed herewith. 

Verizon Communications Inc. Excess Pension Plan filed herewith. 

lOp(i) Description of Amendment to Plan filed herewith. 

1-* 

GTE’s Executive Salary Deferral Plan, as amended (Exhibit 10.10 to GTE’s Form 10-K for the year ended December 31, 1998, File 
NO. 1-2755).* 
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21 

Bell Atlantic Senior Management Long-Term Disability and Survivor Protection Plan, as amended (Exhibit 10h to Form SE filed on 
March 27, 1986 and Exhibit lOb(ii) to Form 10-K for the year ended December 31, 1997).* 

Description of Bell Atlantic Senior Management Estate Management Plan (Exhibit lOrr to Form 10-K for year ended December 31, 
1997) .* 
GTE’s Executive Retired Life Insurance Plan, as amended (Exhibits 10-6, 10-6 and 10-6 to GTE’s Form 10-K for the years ended 
December 31, 1991, 1992 and 1993, respectively, File No. 1-2755).* 

NYNEX Supplemental Life Insurance Plan (Exhibit No. 10 iii 21 to NYNEX’s Form 10-Q for the period ended June 30, 1996, File 

Description of Verizon Executive Deferral Plan filed herewith.* 

Description of salary increase for Ivan G. Seidenberg filed herewith.* 

NO. 1-8608).* 

Employment Agreement between Verizon and Lawrence T. Babbio (Exhibit 10a to Form 10-Q for the period ended September 30, 
2000). * 
Employment Agreement between Verizon and Marc C. Reed (Exhibit 10a to Form 10-Q for the period ended June 30,2004).* 

Employment Agreement between Verizon and William P. Barr (Exhibit 1Oz to Form 10-Q for the period ended March 3 1,2003).* 

Employment Agreement between Verizon and David H. Benson (Exhibit lob to Form 10-Q for the period ended June 30,2002).* 

Employment Agreement between Verizon and Doreen A. Toben (Exhibit 10d to Form 10-Q for the period ended June 30,2002).* 

Description of the Split-Dollar Insurance Arrangements (Exhibit log to Form 10-Q for the period ended June 30,2002).* 

lOdd(i) Description of Changes to Arrangements filed herewith. 

Employment Agreement between Verizon Wireless and Dennis F. Strigl (Exhibit 10f to Form 10-Q for the period ended September 
30,2000).* 

Employment Agreement between Verizon and Thomas J. Tauke (Exhibit 10b to Form 10-Q for the period ended June 30,2004).* 

Form of Employment Agreement between Verizon and Band 1 Senior Management Employee filed herewith.* 

NYNEX Deferred Compensation Plan for Non-Employee Directors (Exhibit lOgg to NYNEX’s Registration Statement No. 2-87850, 
File No. 1-8608).* 

lOhh(i) Amendment to NYNEX Corporation Deferred Compensation Plan for Non-Employee Directors (Exhibit lOiii 5a to 
NYNEX’s Quarterly Report on Form 10-Q for the period ended June 30, 1996, File No. 1-8608). 

U.S. Wireless Agreement, dated September 21, 1999, among Bell Atlantic and Vodafone Airtouch plc, including the forms of 
Amended and Restated Partnership Agreement and the Investment Agreement (Exhibit 10 to Form 10-Q for the period ended 
September 30, 1999). 

Computation of Ratio of Earnings to Fixed Charges filed herewith. 

Portions of Verizon’s Annual Report to Shareowners for the fiscal year ended December 31, 2004. Only the information 
incorporated by reference into this Form 10-K is included in the exhibit. 

List of principal subsidiaries of Verizon filed herewith. 
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23 

31.1 

31.2 

32.1 

32.2 
* 

Consent of Ernst & Young LLP filed herewith. 

Certification of Chief Executive Officer pursuant to Section 302 of the Sarbanes-Oxley Act of 2002. 

Certification of Chief Financial Officer pursuant to Section 302 of the Sarbanes-Oxley Act of 2002. 

Certification of Chief Executive Officer pursuant to Section 906 of the Sarbanes-Oxley Act of 2002. 

Certification of Chief Financial Officer pursuant to Section 906 of the Sarbanes-Oxley Act of 2002. 
Indicates management contract or compensatory plan or arrangement. 
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Schedule I1 - Valuation and Qualifying Accounts 
Verizon Communications Inc. and Subsidiaries 

For the Years Ended December 3 1,2004,2003 and 2002 

Description 

Additions 
(dollars in millions) 

Beginning of Charged To Other Accounts Deductions Balance at End 

Period Expenses Note (a) Note (b) of Period 

Balance at Charged to 

Allowance for Uncollectible 
Accounts Receivable: 
Year 2004 
Year 2003 
Year 2002 

Valuation Allowance for Deferred Tax Assets: 
Year 2004 
Year 2003 
Year 2002 

Discontinued Businesses: 
Year 2004 
Year 2003 
Year 2002 

Merger-Related Costs: 
Year 2004 
Year 2003 
Year 2002 

$ 2,382 
2,767 
2,122 

$ 1,463 
66 1 

1,574 

$ 331 
15 1 
219 

- 
- 

$ 

53 1 

$ 1,181 
1,789 
2,886 

$ 6 
844 
103 

$ 39 

(49) 
240 

- 
- 

$ 

- 

$ 980 
949 
986 

$ -  
- 
- 

$ 15 
60 
- 

$ -  
- 

- 

$ 2,873 
3,123 
3,227 

$ 252 
42 

1,016 

$ 98 
120 
19 

$ -  
- 

53 1 

1,670 
2,382 
2,767 

1,217 
1,463 

66 1 

287 
33 1 
15 1 

- 
- 

- 

(a) Allowance for Uncollectible Accounts Receivable includes (1) amounts previously written off which were credited directly to this 
account when recovered, and (2) accruals charged to accounts payable for anticipated uncollectible charges on purchases of accounts 
receivable from others which were billed by us. Also includes amounts transferred from other accounts. 
Amounts written off as uncollectible or transferred to other accounts or utilized. (b) 
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Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the registrant has duly caused this report to be 
signed on its behalf by the undersigned, thereunto duly authorized. 

Verizon Communications Inc. 

Date: March 14,2005 By: Is/ David H. Benson 

David H. Benson 
Senior Vice President and Controller 

Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been signed below by the following persons on --half of 
the registrant and in the capacities and on the dates indicated. 

Principal Executive Officer: 

1st Ivan G. Seidenberg 

Ivan G. Seidenberg 
Chairman and 

Chief Executive Officer 

Principal Financial Officer: 

1st Doreen A. Toben 

Doreen A. Toben 
Executive Vice President and 

Chief Financial Officer 

Principal Accounting Officer: 

Is1 David H. Benson 
Senior Vice President and 

David H. Benson Controller 
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I Signatures - Continued 

Is1 Ivan G. Seidenberg 

Ivan G. Seidenberg 
Director 

Is1 James R. Barker 

James R. Barker 
Director 

Is1 Richard L. Carridn 

Richard L. Carridn 
Director 

Is1 Robert W. Lane 

Robert W. Lane 
Director 

1st Sandra 0. Moose 

Sandra 0. Moose 
Director 

Is1 Joseph Neubauer 

Joseph Neubauer 
Director 

Is/ Thomas H. O’Brien 

Thomas H. O’Brien 
Director 

Is1 Hugh B. Price 

Hugh B. Price 
Director 

Is1 Walter V. Shipley 

Walter V. Shipley 
Director 

1st John R. Stafford 

John R. Stafford 
Director 

Is1 Robert D. Storey 

Robert D. Storey 
Director 

March 14,2005 

March 14,2005 

March 14,2005 

March 14,2005 

March 14,2005 

March 14, 2005 

March 14, 2005 

March 14.2005 

March 14,2005 

March 14,2005 

March 14,2005 

26 
EXHIBIT 10a(i) 

Description of Amendment to Verizon Deferred Compensation Plan for Non-employee Directors 

In order to comply with Section 885 of the Act and Section 409A of the Code, the Deferred Compensation Plan for Non-Employee Directors 
(the Directors’ Plan) was amended on December 1, 2004 to freeze the accrual of benefits under the plan as of the close of business on 
December 31, 2004. Participants in the Directors’ Plan will not accrue any additional benefits other than market-based investment earnings or 
losses on their individual accounts. Participants will retain the ability to invest their frozen accounts in the investment options available under 
the plan. However, they will not be able to defer any new compensation under the terms of the plan (unless otherwise permitted by U.S. 
Treasury Department guidance or regulations). Benefits that are not vested as of December 31, 2004 will be transferred to the newly adopted 
Verizon Executive Deferral Plan, as of January 1,2005. 

EXHIBIT lOo(i) 

Description of Amendment to Verizon Communications Inc. Income Deferral Plan 
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In order to comply with Section 885 of the Act and Section 409A of the Code, the Income Deferral Plan (the IDP) was amended on December 
1,2004 to freeze the accrual of benefits under the plan as of the close of business on December 3 1,2004. Participants in the IDP will not accrue 
any additional benefits other than market-based investment earnings or losses on their individual accounts. Participants will retain the ability to 
invest their frozen accounts in the investment options available under the plan. However, they will not be able to defer any new compensation 
under the terms of the plan (unless otherwise permitted by U.S. Treasury Department guidance or regulations). Participants in the IDP will no 
longer receive matching contribution credits or retirement credits under the plan. Benefits that are not vested as of December 31, 2004 will be 
transferred to the newly adopted Verizon Executive Deferral Plan, as of January 1,2005. 

EXHIBIT lop 

VERIZON EXCESS PENSION PLAN 

Effective January 1,2002 

ARTICLE I. INTRODUCTION 

A. This instrument states the terms and conditions of the Verizon Excess Pension Plan, effective on January 1,2002. The Plan is a successor 
to the GTE Excess Pension Plan. 

B. The purpose of this Plan is to provide benefits with respect to compensation which is not taken into account under the Basic Pension Plan 
because it exceeds qualified plan limitations, to provide benefits which would be provided under the Basic Pension Plan except that they 
exceed the qualified plan limitations on pensions, and, as a result thereof, to provide for the payment of certain Excess and Supplemental 
Pensions from the assets of a Participating Company available for general business use. 

This Plan shall be administered in conjunction with the Basic Pension Plan with the effect that, except as otherwise provided herein or as 
approved by the Administrator, the terms and conditions of the Basic Pension Plan shall determine all matters related to the benefits 
under this Plan. 

C. 

ARTICLE 11. DEFINITIONS 

The following terms as used herein shall, for purposes of this Plan, have the following meanings unless a different meaning is clearly required 
by the context: 

A. 

B. 

“Administrator” - the most senior HR officer of Verizon Communications Inc. or any delegate of such individual. 

“Basic Pension Plan” - the applicable provisions of the pension plan sponsored by a Participating Company that is qualified under 
Section 401 of the Code in which the Employee participates. 

“Code” - the Internal Revenue Code of 1986, as amended from time to time, and applicable Treasury regulations and rulings issued 
thereunder. 

C. 

D. “Company” - Verizon Corporate Services Group Inc. 

1 
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E. 

F. 

G. 

H. 

I. 

J. 

K. 

“Employee” - any employee who participates in the Basic Pension Plan of a Participating Company who has been designated by the 
Administrator to participate in this Plan or who receives Remuneration; provided, however, anyone classified as a “senior manager” shall 
not be eligible to participate in this Plan while holding such classification. (See Section E under Article IV for promotions to senior 
manager status.) 

“Excess Pension” - the pension which is in excess of that permitted under Section 415(b) of the Internal Revenue Code (or any successor 
sections thereto) and applicable Treasury regulations promulgated thereunder but which otherwise would be due and payable under the 
Basic Pension Plan. 

“Participating Company” - the Company and any affiliate of the Company that participates in the Basic Pension Plan. 

“Pension Commencement Date” - the Employee’s pension commencement date within the meaning provided in the Basic Pension Plan. 

“Plan” - this Verizon Excess Pension Plan. 

“Remuneration” - the amount of compensation which would be taken into account with respect to an Employee who participates in the 
Basic Pension Plan without regard to the limitation imposed by Code Section 401(a)( 17) (or any successor provision); provided, however, 
Remuneration shall not include any amounts included in the computation of pensions under the Basic Pension Plan. 

“Supplemental Pension” - the difference between: 

1. the pension calculated under the Basic Pension Plan (without regard to the limitations contained in Section 415 of the Code and any 
successor sections thereto) by including Remuneration as compensation in determining Average Annual Compensation; and 

the pension actually payable under the Basic Pension Plan and any Excess Pension payable under this Plan. 2. 

ARTICLE 111. ELIGIBILITY 

A. An Employee or former Employee who was actively employed by the Company (or an entity that is aggregated with the Company under 
Section 414(b) or (c) of the Code) on or after January 1, 2002, shall be eligible for an Excess Pension or a Supplemental Pension under 
the Plan if the Employee or former Employee is eligible or has become eligible (or would be eligible if he terminated employment with 
the Company and its affiliates) to receive a benefit under the Basic Pension Plan. An Employee who is eligible for an Excess Pension or a 
Supplemental 
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Pension in accordance with the preceding sentence shall have a fully vested and nonforfeitable contractual right to such Excess Pension 
or Supplemental Pension, which shall be enforceable against Verizon Communications Inc. (and any successor to all or substantially all 
of the business or assets of Verizon Communications Inc.). An Employee who is not so eligible for an Excess Pension or a Supplemental 
Pension shall not have any right to a benefit or payment under the Plan. 

Subject to the provisions of Article V regarding designation of a beneficiary, the designated beneficiary (or the surviving spouse if no 
beneficiary is designated) of any Employee who has a fully vested and nonforfeitable contractual right to an Excess Pension or a 
Supplemental Pension in accordance with Section A of this Article I11 and who dies either (i) while in active service of a Participating 
Company or an affiliate, or (ii) without having made a valid election of an optional form of benefit and after separation from service but 
prior to the Employee’s pension commencement date shall be eligible to receive an Excess Pension and/or a Supplemental Pension in an 
amount, at such time and on such terms determined by applying the Basic Pension Plan provisions pertaining to a Beneficiary’s Pension 
under the Employee’s circumstances to the Employee’s Excess Pension and/or Supplemental Pension, as the case may be. 

B.2 Subject to the provisions of Article V regarding designation of a beneficiary, if an Employee has a fully vested and nonforfeitable 
contractual right to an Excess Pension or a Supplemental Pension in accordance with Section A of this Article 111, in the event of: 

(a) 

B.l 

the Employee’s death after the Employee’s separation from service but prior to the Employee’s pension commencement date with a 
valid election of an optional form of benefit, or 

the Employee’s death after the Employee’s pension commencement date, (b) 

a survivor benefit will be paid to the Employee’s designated beneficiary in accordance with the Employee’s election by applying the 
Basic Pension Plan provisions pertaining to the Employee’s circumstances to the Employee’s Excess Pension and/or Supplemental 
Pension, as the case may be. 

ARTICLE IV. BENEFITS PAYABLE UNDER THIS PLAN 

A. An Employee, surviving spouse or designated beneficiary who is entitled to an Excess Pension or a Supplemental Pension under this Plan 
shall be paid such benefit under this Plan as set forth or elected under Article V or at such time as may be approved by the Administrator. 
Notwithstanding the foregoing or any other provision of this Plan, no Excess Pension or Supplemental Pension under 
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B. 

C. 

D. 

E. 

this Plan shall be paid until the Employee has terminated employment with the Company and its Affiliates (as such term is defined in the 
Basic Pension Plan). 

Each of the applicable formulas under the Basic Pension Plan shall apply to an Employee under this Plan to the same extent that they 
apply to such individual under the Basic Pension Plan. Subject to Paragraph C below in this Article, these formulas shall work in tandem 
under the Basic Pension Plan and this Plan. Without regard to which formula provides the highest overall pension during an Employee’s 
career, the determination of an Employee’s benefit under this Plan shall be made at the Employee’s Pension Commencement Date under 
the Basic Pension Plan. 

With respect to eligible Employees who elect or elected an early pension payment under the former GTE Basic Pension Plan, the Excess 
Pension or Supplemental Pension under this Plan shall, effective on and after January 1, 2002, be calculated as described below. An 
Employee shall be entitled to a benefit under this Plan based on the better of the “all service” methodology or the “A+B” methodology. 
Under the “all service” methodology, an Employee’s benefit under this Plan will be calculated by assuming that the in-service 
distribution under the Basic Pension Plan had not taken place, such that the Employee would receive the same benefit under this Plan at 
actual retirement that he would have received if he had not taken the eariy pension payment; this calculation shall be based on the Code 
Section 401(a)(17) and 415 limitations applicable to the Basic Pension Plan at the Employee’s actual retirement. Under the “A+B” 
methodology, the “A” benefit shall be the benefit under this Plan (or the predecessor to this Plan) as of the date of the in-service 
distribution under the Basic Pension Plan (using the Code limitations in effect at that time) and the “B” benefit shall be the benefit under 
this Plan (or the predecessor to this Plan) based only on service earned after the date that was used to calculate the in-service pension 
distribution under the Basic Pension Plan (using the Code limitations in effect at the time of actual retirement). 

The Company shall not fund this Plan, but Excess Pensions and Supplemental Pensions shall be paid by the Employee’s Participating 
Company when due from its assets available for general business use. 

In the event an Employee is promoted to senior manager status, the lump sum value of his benefit under this Plan at the time of promotion 
shall be transferred to a nonqualified plan for senior managers. 

ARTICLE V. FORMS AND TIMING OF PAYMENT AND BENEFICIARIES 

A. An Employee shall have the right to elect to receive his benefit under this Plan in any one of the forms provided under the Basic Pension 
Plan. 
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B. If an Employee elects to receive his benefit under this Plan in a form other than a single life annuity, it shall be computed so as to be the 
actuarial equivalent of such benefit in the form of a single life annuity using the actuarial tables and interest rates then in effect under the 
Basic Pension Plan. When converting a cash balance benefit to a single life annuity, the GATT factors in the Basic Pension Plan shall be 
used. 

Prior to an Employee’s termination of employment, he may elect the form of distribution for his Plan benefit by completing the form 
required by the Administrator; provided, however, an Employee may not elect a pension commencement under the Plan that is prior to his 
Pension Commencement Date under the Basic Pension Plan. If an Employee does not make an election under this Plan prior to his 
termination of employment, his Plan benefit shall be paid in the form of a lump sum on his Pension Commencement Date under the Basic 
Pension Plan. 

If an Employee elects to defer payment of his Plan benefit to a date later than his Pension Commencement Date under the Basic Pension 
Plan, the Employee’s benefit under this Plan shall be determined at the time of the Pension Commencement Date under the Basic Pension 
Plan. The benefit under this Plan will be equal to the difference between X and Y, where 

C. 

1. X equals the lump sum value of the Employee’s pension using the applicable formulas in the Basic Pension Plan without 
regard to the limits imposed by Sections 401(a)( 17) or 415 of the Code; and 

Y equals the lump sum value of the Basic Pension Plan benefit on the Pension Commencement Date under the Basic Pension 
Plan. 

2. 

This amount (the difference between X and Y) will then be held in a cash balance account under this Plan until the pension 
commencement date under this Plan. FICA taxes paid on behalf of an Employee with respect to his benefit under this Plan will reduce the 
amount in the cash balance account on a dollar for dollar basis. Upon the conversion of the Plan benefit to a cash balance amount, there 
will be no subsequent comparisons to the value of any other pension formula. 

An Employee shall have the right to appoint any individual (a natural person or legal entity) as his beneficiary to receive any benefits 
payable under this Plan on the Employee’s account after the Employee’s death. 

An Employee shall have the right to make an appointment of a beneficiary for any benefits payable on his account under this Plan after 
his death revocable or irrevocable. If an Employee’s appointment of a beneficiary is revocable, such Employee may revoke the 
appointment of a beneficiary and appoint another beneficiary any time during the Employee’s life. 

D. 

E. 
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F. If an Employee elects a joint and survivor annuity with a revocable beneficiary, the Administrator shall determine the life expectancy of 
the original beneficiary at the time of the Employee’s retirement and the survivor annuity shall be payable to any other beneficiary only 
during the term of the original beneficiary’s life expectancy as so determined. 

The Excess Pension and the Supplemental Pension payable under Section B of Article 111 of this Plan shall be calculated upon the same 
basis as survivor pensions are calculated under the Basic Pension Plan. 

Any appointment of a beneficiary hereunder, any revocation of such appointment, and any appointment of another beneficiary shall be 
made by written instrument, in a form satisfactory to the Administrator, signed by the Employee and delivered to the Company. The 
Employee shall accompany the appointment of his original beneficiary with proof of such beneficiary’s age that is satisfactory to the 
Administrator. An Employee shall have no power to appoint a beneficiary, or to revoke the appointment of a beneficiary, except as 
provided by this Plan. 

Anything to the contrary notwithstanding, the election and payment of benefits in the form of a lump sum distribution under Section B of 
this Article shall constitute a waiver of any other benefits payable under this Plan to an Employee, an Employee’s surviving spouse, or 
any other designated beneficiary. 

G. 

H. 

I. 

ARTICLE VI. ADMINISTRATION, AMENDMENT, AND TERMINATION OF THE PLAN 

A. The Plan shall be administered by the Administrator. The Administrator shall have the power to interpret this Plan, to delegate such 
responsibilities or duties as it deems desirable, to appoint agents and advisors and otherwise govern the conduct of its business, and to 
make all decisions necessary or proper for the administration of this Plan. The Administrator’s decisions relating to the administration of 
this Plan shall be final. Similar to the Basic Pension Plan, the responsibility for claims processing shall rest with the Verizon Claims 
Review Committee and its delegate. 

Except as otherwise provided in this Article VI, the most senior HR officer of Verizon Communications or his direct report(s) responsible 
for executive compensation or benefits may: 

1. 

2. 

B. 

amend or terminate the Plan at any time; or 

retroactively or prospectively increase, decrease, or terminate eligibility for or the level of benefits under the Plan 

6 
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Provided, however, in the event of a “Change in Control” under the Basic Pension Plan, the benefits accrued under this Plan may not be 
modified or terminated retroactively; amendments to this Plan following such a change in control may only have a prospective effect. 

C. If any provision of the Plan shall be held unlawful or otherwise invalid or unenforceable in whole or in part, such unlawfulness, 
invalidity, or unenforceability shall not affect any other provision of the Plan or part thereof, each of which shall remain in full force and 
effect. If the malung of any payment or the provision of any other benefit required under the Plan shall be held unlawful or otherwise 
invalid or unenforceable, such unlawfulness, invalidity, or unenforceability shall not prevent any other payment or benefit from being 
made or provided under the Plan, and if the making of any payment in full or the provisions of any other benefit required under the Plan 
in full would be unlawful or otherwise invalid or unenforceable, then such unlawfulness, invalidity, or unenforceability shall not prevent 
such payment or benefit from being made or provided in part, to the extent that it would not be unlawful, invalid, or unenforceable, and 
the maximum payment or benefit that would not be unlawful, invalid, or unenforceable shall be made or provided under the Plan. 

D.l. Except as provided in Section D.2 below, an Employee’s rights and interests under the Plan may not be assigned or transferred. In the 
case of any former Employee’s death, payment, if any, under the Plan shall be made to his or her surviving spouse or designated 
beneficiary in accordance with the provisions of the Plan. 

D.2. Notwithstanding the foregoing, Section D.l  shall not apply with respect to an order which satisfies the requirements for a qualified 
domestic relations order set forth in Section 206(d)(3)(B)(i) of the Employee Retirement Income Security Act of 1974, as amended 
(“QDRO’) which is issued with respect to an Employee’s interest in the Plan, and benefits shall be payable to the alternate payee 
designated therein in accordance with the terms and conditions thereof. 

The maintenance of this Plan shall not be deemed to constitute a contract of employment nor as giving any Employee any right to be 
retained in the employment of the Company or its affiliates. 

This Plan is subject to the laws of the State of Delaware to the extent not preempted by federal law. 

E. 

F. 

ARTICLE VII. SENIOR MANAGER PARTICIPATION EFFECTIVE JANUARY 1,2005 

7 
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A. Effective January 1,2005, Employees who are classified as “Senior Managers” or promoted to such status will participate in this Plan as 
described in this article. 

B. A Senior Manager will only accrue a pension under this Plan based on the basic cash balance formula that applies under the Basic 
Pension Plan, with respect to his eligible compensation in excess of the Code Section 401(a)(17) limit. (As of the effective date of this 
article, the cash balance pay credit percentages range between 4 - 7% of eligible compensation, depending on the age and eligible service 
of the Employee.) A Senior Manager will not be eligible to accrue a pension under this Plan based on the highest average pay (HAP) 
formula or any other non-cash balance pension formula in the Basic Pension Plan. 

In the event an Employee is promoted to Senior Manager status, his opening cash balance account under this Plan will be determined as 
of the time of the promotion under the applicable provisions that follows: 

C. 

1. If at the time of promotion, the Employee’s highest pension under all formulas applicable to him under the Basic Pension 
Plan is based on the cash balance formula, then his opening cash balance account under this Plan will simply be the same as 
his then existing cash balance account value. 

If at the time of promotion, the Employee’s highest pension under all formulas applicable to him under the Basic Pension 
Plan is based on a formula other than the cash balance formula, then his opening cash balance account under this Plan will 
be equal to the lump sum value of his benefit under that pension formula, based on the actuarial tables and interest rates then 
in effect under the Basic Pension Plan for that Employee. After the determination of the opening cash balance account under 
this Plan, there will be no subsequent comparison to the value of any other pension formula. 

2. 

Once an Employee is promoted to Senior Manager and his opening cash balance account is established under this Plan, he will not 
thereafter be permitted to “grow in” to any early retirement subsidies (Rule of 75) under this Plan based on any non-cash balance formula. 
At the time of promotion to Senior Manager, all rights to any non-cash balance based formula shall cease under this Plan. 
[Amended 12-14-2004; Effective 01-01-2005] 
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ARTICLE VIII. COMPLIANCE WITH SECTION 885 OF THE AMERICAN JOBS CREATION ACT OF 2004 

A. Effective January 1, 2005, the form and timing of payments to an Employee under this Plan will be governed by the provisions in this 
article. 

All distributions under this Plan will be in the form of a lump sum distribution. If an Employee’s pension under this Plan is based on the 
cash balance pension formula, the amount of the lump sum distribution will be equal to the cash balance account balance at the time of 
distribution. If an Employee’s pension under this Plan is based on a non-cash balance pension formula, the amount of the lump sum 
distribution will be computed using the actuarial tables and interest rates then in effect under the Basic Pension Plan for that Employee. 

Except for Employees who are “Key Employees” within the meaning of the American Jobs Creation Act, distributions will be made as 
soon as reasonably practicable following an Employee’s termination of employment and based on his first available Pension 
Commencement Date following termination of employment. For “Key Employees” within the meaning of the American Jobs Creation 
Act, distributions under this Plan will be made as soon as reasonably practicable following the expiration of the six month restriction 
mandated by the American Jobs Creation Act. [Amended 12-14-2004; Effective 01-01-2005] 

B. 

C. 

9 
EXHIBIT lOp(i) 

FIRST AMENDMENT TO THE 

VERIZON EXCESS PENSION PLAN 

This Amendment is hereby adopted this -day of December, 2004. 

WHEREAS , the Verizon Corporate Services Group Inc. maintains the Verizon Excess Pension Plan (Effective January 1, 2002) (the “Excess 
Plan”); 

WHEREAS , pursuant to Article VI, Section B of the Excess Plan, the most senior human resources officer of Verizon Communications Inc. 
(“Verizon”) has the authority to amend the Excess Plan; and 

WHEREAS , Verizon wants to amend the Excess Plan to comply with Section 885 of the American Jobs Creation Act of 2004 and to cover 
senior managers under the cash balance pension provisions. 

NOW, THEREFORE , the Excess Plan is hereby amended, effective January 1,2005, as set forth in the attached new Articles VI1 and VIII. 

IN WITNESS WHEREOF , this Amendment has been executed as of the date first set forth above. 

VERIZON COMMUNICATIONS INC. 

By: 
Marc C. Reed 
Executive Vice President-Human Resources 
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ARTICLE VII. SENIOR MANAGER PARTICIPATION EFFECTIVE JANUARY 1,2005 

A. Effective January 1,2005, Employees who are classified as “Senior Managers” or promoted to such status will participate in this Plan as 
described in this article. 

A Senior Manager will only accrue a pension under this Plan based on the basic cash balance formula that applies under the Basic 
Pension Plan, with respect to his eligible compensation in excess of the Code Section 401(a)( 17) limit. (As of the effective date of this 
article, the cash balance pay credit percentages range between 4 - 7% of eligible compensation, depending on the age and eligible service 
of the Employee.) A Senior Manager will not be eligible to accrue a pension under this Plan based on the highest average pay (HAP) 
formula or any other non-cash balance pension formula in the Basic Pension Plan. 

In the event an Employee is promoted to Senior Manager status, his opening cash balance account under this Plan will be determined as 
of the time of the promotion under the applicable provisions that follows: 

B. 

C .  

1. If at the time of promotion, the Employee’s highest pension under all formulas applicable to him under the Basic Pension 
Plan is based on the cash balance formula, then his opening cash balance account under this Plan will simply be the same as 
his then existing cash balance account value. 

If at the time of promotion, the Employee’s highest pension under all formulas applicable to him under the Basic Pension 
Plan is based on a formula other than the cash balance formula, then his opening cash balance account under this Plan will 
be equal to the lump sum value of his benefit under that pension formula, based on the actuarial tables and interest rates then 
in effect under the Basic Pension Plan for that Employee. After the determination of the opening cash balance account under 
this Plan, there will be no subsequent comparison to the value of any other pension formula. 

2. 

Once an Employee is promoted to Senior Manager and his opening cash balance account is established under this Plan, he will not 
thereafter be permitted to “grow in” to any early retirement subsidies (Rule of 75) under this Plan based on any non-cash balance formula. 
At the time of 

file://C:\Temp\ONAXUDIC. htm 411 312005 

file://C:\Temp\ONAXUDIC


Page 43 of 64 

promotion to Senior Manager, all rights to any non-cash balance based formula shall cease under this Plan. 

ARTICLE VIII. COMPLIANCE WITH SECTION 885 OF THE AMERICAN JOBS CREATION ACT OF 2004 

A. Effective January 1, 2005, the form and timing of payments to an Employee under this Plan will be governed by the provisions in this 
article. 

B. All distributions under this Plan will be in the form of a lump sum distribution. If an Employee’s pension under this Plan is based on the 
cash balance pension formula, the amount of the lump sum distribution will be equal to the cash balance account balance at the time of 
distribution. If an Employee’s pension under this Plan is based on a non-cash balance pension formula, the amount of the lump sum 
distribution will be computed using the actuarial tables and interest rates then in effect under the Basic Pension Plan for that Employee. 

Except for Employees who are “Key Employees” within the meaning of the American Jobs Creation Act, distributions will be made as 
soon as reasonably practicable following an Employee’s termination of employment and based on his first available Pension 
Commencement Date following termination of employment. For “Key Employees” within the meaning of the American Jobs Creation 
Act, distributions under this Plan will be made as soon as reasonably practicable following the expiration of the six month restriction 
mandated by the American Jobs Creation Act. 

EXHIBIT 1Ov 

C. 

Description of Verizon Executive Deferral Plan 

On December 1,2004, the Human Resources Committee of Verizon Communications Inc.’s Board of Directors adopted the Verizon Executive 
Deferral Plan (the Deferral Plan) in order to comply with Section 885 of the American Jobs Creation Act of 2004 (the Act) and Section 409A 
of the Internal Revenue Code of 1986, as amended (the Code). Eligible employees and non-employee Directors of Verizon Communications 
Inc. (Verizon) may elect to participate in the Deferral Plan as of January 1,2005. 

The Deferral Plan is a nonqualified, unfunded deferred compensation and supplemental savings plan that permits participants to defer the 
receipt of certain compensation not otherwise eligible for deferral. For eligible employees, the Deferral Plan also provides company-matching 
credits on certain deferrals that are comparable to the matching contributions under the Verizon Qualified Savings Plan. Non-employee 
Directors do not receive matching contributions under the Deferral Plan. This plan will not provide supplemental pension credits to any 
participant. The terms and conditions of the Deferral Plan are outlined below. 

Highliyhts of the New Verizon Executive Deferral Plan 

Nature of Plan Benefits The Plan benefits are expressed in terms of an unfunded account balance and will equal 
the value of that account balance when payments are made from the Plan. The value of 
an account balance will increase or decrease based upon individual investment elections. 
The Plan is a non-qualified benefit plan and the assets are not held in a trust. 

Deferrals for Active Participants Eligible employees can defer up to 100% of the portion of their base salary that 
exceeds a limit included in the Internal Revenue Code ($210,000 in 2005) 
(Eligible Base Salary). 

Eligible employees can defer up to 100% of their short-term incentive award. 

Directors can defer up to 100% of their cash retainer and associated meeting fees. 

Participants may also be able to defer up to 100% of their long-term incentive 
award or annual equity grant to the extent otherwise permitted pursuant to the 
terms of the award. 

Deferral elections are submitted in accordance with applicable legal requirements 
under the Plan. 

Company Contributions The Company will add a “matching contribution credit” to eligible employees’ 
accounts equal to - 

if they defer at least 6% of the sum of Eligible Base Salary and short-term incentive 
under the Plan, 5% of the sum of their Eligible Base Salary and short-term incentive; or 

if they defer less than 6% of the sum of Eligible Base Salary and short-term incentive 
under the Plan, 100% of the first 4% (and 
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Account Investments 

50% of the next 2%) of the sum of the Eligible Base Salary and short-term incentive that 
they defer. 

non-employee members of the board of directors are not eligible for any company 
matching contribution credits. 

deferrals of long-term incentive awards are not eligible for company matching 
contribution credits. 

Generally, individuals can elect to invest their EDP account in any of the investment 
options available under the Plan, which generally mirror the investment options available 
under the Verizon Qualified Savings Plan for Management Employees. 

Distributions from the Plan of 
Personal Deferrals 

At the time individuals elect to defer they must also elect when and how they 
would like to have their benefit distributed. They may elect one of the following 
distribution forms: 

0 One single lump sum payment, or 

Annual installments (for between 2 and 20 years) 

Distributions can generally begin at separation from service or on a specified date 
either before or after separation from service. 

Individuals can change their distribution elections with respect to a deferred 
amount provided that (1) they make the election change at least 12 months prior 
to the original distribution date, (2) they delay the date they would have otherwise 
received the distributions by at least 5 years, and (3) they will not receive the 
distribution sooner or over a shorter period of time. An individual may not switch 
from annual installments to a lump sum distribution. 

Distributions from the Plan of 
Company Contributions 

Vesting 

All Company contributions in an EDP account (including amounts transferred to the 
EDP from the IDP or Directors’ Plan) will be distributed in a lump sum payment 
following separation from service (or six months after separation from service for certain 
“key” employees). 

Personal deferrals under the Plan are vested immediately. 

Matching contribution credits vest after an eligible employee has completed at 
least 3 full years of employment with the Company. 

Matching contribution credits will also vest if an individual’s employment is 
involuntarily terminated and they sign a release, if they terminate employment as 
a result of death or a disability, or if there is a change in control of Verizon. 

Any other Company contributions transferred to the EDP from another plan 
(including unvested Retirement Contribution Credits transferred from the IDP) 
will vest according to the vesting schedule in place under the other plan at the 
time of the transfer. 

EXHIBIT low 

Description of Cash Compensation 

As of January 1,2005, Mr. Seidenberg’s salary increased to $2,100,000. On Janaury 20,2005, the independent directors of the Verizon Board 
approved a 2004 Short-Term Incentive Award for Mr. Seidenberg of $3,375,000. 

EXHIBIT lOdd(i) 

Description of Changes to Arrangements 

As previously disclosed, Messrs. Seidenberg, Babbio and Barr waived their rights to receive certain deferred previously earned bonus payments 
in exchange for Verizon’s entering into split-dollar insurance arrangements for their benefit. The deferred bonus payments waived by Messrs. 
Seidenberg, Babbio and Barr pursuant to these arrangements were $3.8 million, $2.0 million and $500,000, respectively. These amounts were 
included in the summary compensation table in Verizon’s proxy statements. Under these arrangements, the insurance premiums paid by 
Verizon would ultimately be returned to Verizon. The present value after-tax costs of these arrangements to Verizon were designed to be 
equivalent to the after-tax costs to Verizon of these waived deferred compensation obligations. Thus, the arrangements were cost neutral to 
Verizon at the time they were entered into. 

As a result of provisions in the Sarbanes-Oxley Act of 2002, Verizon suspended premium payments to these split-dollar insurance policies as 
of July 2002. To date, the Securities and Exchange Commission has not provided any guidance as to whether the provisions in the Sarbanes- 
Oxley Act of 2002 apply to these types of arrangements. Accordingly, Verizon determined that it will not make any additional premium 
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payments to these split-dollar policies. The amounts previously waived by Messrs. Seidenberg, Babbio and Barr (plus an amount that would 
have accrued in a market-based investment account since the date the amounts were waived) will be returned to their respective individual 
deferral accounts under the Verizon Income Deferral Plan. The amounts to be restored to Messrs. Seidenberg, Babbio and Barr’s deferral 
accounts are approximately $5.1 million, $2.4 million and $605,000, respectively. The policies will remain the property of Messrs. Seidenberg, 
Babbio and Barr at a reduced benefit level until such time as they are cancelled or terminated. Verizon expects to eventually recover all of the 
insurance premiums previously paid towards the policies. 

EXHIBIT lOgg 

1095 Avenue of the Americas 
New York NY 10036 

[Date] 

[Name and Address] 

Dear 

I am pleased to offer you this employment agreement (the “Agreement”) with Verizon Communications Inc. (“Verizon”). For purposes of 
this Agreement, the term “Company” means Verizon, all corporate subsidiaries and other companies affiliated with Verizon, all companies in 
which Verizon has an ownership or other proprietary interest of more than 10 percent, and their successors and assigns. 

The many opportunities and challenges facing the Company are enormous and exciting. As a leader in our industry, we will be constantly 
challenged with sustaining our market growth and presence. We will meet these challenges by leveraging the strength of our talented and 
committed leaders. This Agreement demonstrates my continued confidence in you. 

I value you and the leadership, vision, and commitment you bring to the Company. I am excited by the prospect of you continuing as a 

The terms and conditions of this Agreement are set forth below. 

1. Purpose - Verizon enters into this Agreement with you because the rapidly changing and increasingly global telecommunications 
market requires the Company to make critical strategic, marketing, and technical decisions. These decisions by the Company will be based, in 
whole or in part, on confidential analyses of the evolving telecommunications market, confidential assessments of the technical capabilities and 
strategic plans of the Company 

key member of the Company’s leadership team. 
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[Name and Date] 
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and competing businesses, and confidential or proprietary information regarding the Company’s technology, resources, and business 
opportunities or other confidential or proprietary information relating to the Company’s business. Verizon seeks by this Agreement to ensure 
that you remain a part of the executive management team that plays a central role in this decision-making process. 

In consideration for your entering into this Agreement, including the restrictions on the disclosure and use of confidential or proprietary 
information and the limitations on your engaging in competitive activities, the Company is providing you with the security of a written two- 
year agreement, short- and long-term award opportunities, and other benefits. 

2. General - Under this Agreement, you shall continue as a senior executive of the Company. As a senior executive, you shall report to 
r 

3. Term - The term of employment under this Agreement (“Term of Employment”) shall commence on January 1, 2005, and end on 
December 31,2007; provided that, on the last day of the Term of Employment, the Term of Employment shall automatically be extended for an 
additional two years unless, on or before that date, the Term of Employment has terminated or the Company notifies you in writing that the 
Term of Employment shall not be extended. For example, on December 31, 2007, the Term of Employment shall be extended until December 
31, 2009, unless, on or before December 31, 2007, the Term of Employment has terminated or the Company notifies you in writing that the 
Term of Employment shall not be extended. Notwithstanding the preceding provisions of this paragraph 3 ,  the Company reserves the right to 
terminate your employment and the Term of Employment at any time. Your employment and the Term of Employment also may terminate for 
other reasons (such as your resignation, retirement, death, or disability). The consequences of the termination of your employment are specified 
in paragraph 11 (“Termination Of Employment”). 

4. Duties And Responsibilities - You shall continue to serve as a senior executive of the Company in such capacities, with such titles 
and authorities, as the CEO or his successor may from time to time prescribe, and you shall perform all duties incidental to such positions, shall 
cooperate fully with the CEO or his successor, and shall work cooperatively with the other officers of 
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[Name and Date] 
Page 3 

the Company. You shall continue to devote your entire business skill, time, and effort diligently to the affairs of the Company in accordance 
with the duties assigned to you, and you shall perform all such duties, and otherwise conduct yourself, in a manner reasonably calculated in 
good faith by you to promote the best interests of the Company. During the Term of Employment, except to the extent specifically permitted in 
writing by the CEO or his successor, you shall not, directly or indirectly, render any services of a business, commercial, or professional nature 
to any other person or organization other than the Company or a person or organization in which the Company has a financial interest, whether 
or not the services are rendered for compensation. 

5. Location - During the Term of Employment, you shall perform services for the Company at its New York City headquarters, or at any 
other location designated by the Company as necessary or appropriate for the discharge of your responsibilities under this Agreement. In the 
event of any change in your principal work location, you shall be eligible for relocation assistance under the terms of any Company relocation 
policy applicable to other senior executives of the Company in your salary band at the time of such relocation. 

6. Base Salary - During the Term of Employment, your annual base salary shall not be less than your annual base salary on the date of 
this Agreement; provided that if you are granted a merit increase in your base salary, your base salary shall not thereafter be reduced below that 
increased level during the Term of Employment. The Human Resources Committee of Verizon’s Board of Directors or its designee shall 
review your base salary at least annually. 

7. Short-Term And Long-Term Bonus Opportunities - During the Term of Employment, the Company shall provide you with annual 

8. Benefits And Perquisites - For the immediate future, you shall- 

short-term and long-term bonus opportunities equivalent to those available to other senior executives of the Company in your salary band. 

(1) participate in the tax-qualified and nonqualified retirement plans and in the other employee benefit plans (such as the 
medical and dental plans), programs, and policies in which you currently participate; and 
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[Name and Date] 
Page 4 

(2) be eligible for the perquisites available to senior executives in your salary band; 

provided that the Company retains the right to amend or terminate any benefit plan, policy, program, or perquisite at any time. 

9. Annual Physical - You are encouraged to take an annual physical examination from a physician at the Company’s expense and to 
certify in writing to the Company’s designee each year (1) that you have had the examination and (2) the nature and extent of any medical 
impairments that prevent you from currently performing the essential functions of your position. 

10. Excise Tax Gross-Up - Under certain circumstances you may become entitled to a gross-up payment with respect to the excise tax 
imposed by section 4999 of the Internal Revenue Code (the “Code”). The terms governing the gross-up payment are set forth in Exhibit A, 
which is incorporated herein by reference. 

11. Termination Of Employment - (a) Voluntary Termination By You - You may terminate your employment under this Agreement 
for a reason other than Retirement (as defined in subparagraph (c), below) or Good Reason (as defined in subparagraph (d), below) by giving 
the CEO, at least 30 calendar days’ (exclusive of vacation days) in advance of such termination, written notice of your intent to so terminate. 
The termination shall automatically become effective upon the expiration of such notice period. Upon the effective date of such termination, 
your base salary and any other Company benefits and perquisites shall cease to accrue, you shall forfeit all then-outstanding stock options, and 
you shall forfeit all rights under this Agreement which as of the relevant date have not yet been earned. A termination of employment in 
accordance with this subparagraph (a) shall be deemed a “Voluntary Termination.” 

(b) Termination Due To Death Or Disability - If, during the Term of Employment, you terminate employment because of 
death or disability (as defined under the Company-sponsored long-term disability plan that applies to you at the time your employment is so 
terminated), the Company shall make a lump-sum cash payment to you equal to the excess of (1) one times the sum of your base salary and 
short-term bonus (at 50% of maximum), over (2) any amounts payable to you under Company-sponsored disability plans. For this purpose, 
your base salary shall be based on your base salary rate in effect 
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immediately before your employment terminated. You shall also be entitled to accelerated vesting of all outstanding stock options, and you 
shall be entitled to exercise all then-outstanding stock options until the earlier of (1) the fifth anniversary of the date your employment 
terminates (or any later date prescribed by the terms of the option relating to termination of employment) or (2) the expiration of the option; 
provided that if you terminate employment because of death, your rights under this subparagraph (b) shall pass to your estate. In addition, any 
unvested performance stock units and restricted stock units shall vest pursuant to the terms prescribed by the provisions of the applicable 
performance stock unit and restricted stock unit agreements that you have entered into with the Company. 

(c) Retirement - You may terminate your employment under this Agreement by reason of Retirement (as defined below) by 
giving the CEO, at least 30 calendar days’ (exclusive of vacation days) in advance of such termination, written notice of your intent to so 
terminate. The termination shall automatically become effective upon the expiration of such notice period. Upon the effective date of such 
termination, you shall be entitled to a pro-rated portion of any short-term bonus (when and to the extent that they are earned) and accelerated 
vesting of all outstanding stock options, and you shall be entitled to exercise all then-outstanding stock options until the earlier of (1) the fifth 
anniversary of the date your employment terminates (or any later date prescribed by the terms of the option relating to termination of 
employment) or (2) the expiration of the option. Any unvested performance stock units and restricted stock units shall vest pursuant to the 
terms prescribed by the provisions of the applicable agreement that you have entered into with the Company. For purposes of this Agreement, 
“Retirement” means attaining normal retirement age under the terms of the Verizon Management Pension Plan (the “Pension Plan”) or 
satisfying the Rule of 75 under the Pension Plan. Except as provided by the preceding provisions of this subparagraph (c), upon the effective 
date of your Retirement, your base salary and any other Company benefits and perquisites shall cease to accrue; provided that you shall 
otherwise be eligible to receive any and all compensation and benefits for which a similarly situated senior executive would be eligible under 
the applicable provisions of the compensation and benefit plans in which he is then eligible to participate, as those plans may be amended from 
time to time. 

(d) Termination For Good Reason - (1) You may terminate your employment under this Agreement for Good Reason by 
giving the CEO, at least 30 calendar days’ (exclusive of vacation days) in advance of such termination 
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(the “Notice Period”), written notice of your intent to so terminate, setting forth in reasonable detail the facts and circumstances deemed to 
provide a basis for such termination. For purposes of this Agreement, “Good Reason” means a material breach by the Company of the terms 
and conditions of this Agreement, a material reduction in your overall compensation opportunities, or your assignment to a new principal work 
location that is more than 50 miles from your previous principal work location. A “Good Reason” shall not occur merely because of a change 
in the individual (or position) to whom (or to which) you report. In addition, a “Good Reason” shall not occur merely because the Company 
notifies you, in accordance with paragraph 3 (“Term”), that the Term of Employment shall not be extended for an additional two-year period. 

(2) Notwithstanding the foregoing, the Company shall have 15 calendar days from its receipt of such notice to cure the 
action specified in the notice. In the event of a cure by the Company within the 15-day period, the action in question shall not constitute Good 
Reason. 

( 3 )  Except as provided in subparagraph (d)(2), above, at the end of the Notice Period, the Good Reason termination 
shall take effect, and your obligation to serve the Company, and the Company’s obligation to employ you, under the terms of this Agreement 
shall terminate simultaneously, and you shall be deemed to have incurred an Involuntary Termination Without Cause, with the consequences 
described in subparagraph (e), below; provided that your rights under this subparagraph (d) are contingent on your execution of a release in 
accordance with paragraph 12 (“Release”). 

(4) If you do not fulfill the notice and explanation requirements imposed by this subparagraph (d), the resulting 
termination of employment shall be deemed a Voluntary Termination. 

(e) Involuntary Termination Without Cause - The Company may terminate your employment under this Agreement at any 
time and for any reason. However, if the Company terminates your employment during the Term of Employment for any reason other than 
death, disability, or Cause (as defined in subparagraph (f), below), such termination shall be deemed an Involuntary Termination by the 
Company, and you shall be entitled to receive the following payments and benefits in lieu of any payment or benefit otherwise provided 
pursuant to paragraphs 6 (“Base Salary”) through 8 (“Benefits And Perquisites”): 
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(1) The Company shall make a lump-sum cash severance payment to you equal to the excess of (i) two times the sum of 
your base salary and short-term bonus (at 50% of maximum), over (ii) the sum of any amounts paid or payable to you 
under any Company-sponsored severance plan, program, policy, contract, account, or arrangement; 

Your unvested stock options shall immediately vest, and you may exercise all of your then-outstanding stock options at 
any time up to the earlier of (i) the fifth anniversary of the date your employment terminates (or any later date 
prescribed by the terms of the option relating to termination of employment) or (ii) the expiration of the option; 

Your unvested performance stock units and restricted stock units shall vest pursuant to the terms prescribed by the 
provisions of the applicable agreements that you have entered into with the Company; and 

You shall be eligible for outplacement services to the extent that such services are then available to senior executives 
in your salary band; 

provided that your rights under this subparagraph (e) are contingent on your execution of a release in accordance with paragraph 12 
(“Release”). For purposes of this paragraph 1 l(e), the Company shall not be deemed to have terminated your employment during the Term of 
Employment if the Company notifies you, in accordance with paragraph 3 (“Term”), that the Term of Employment shall not be extended for an 
additional two-year period. 

(2) 

(3 )  

(4) 

(f) Involuntary Termination For Cause - (1)  Nothing in this Agreement prevents the Company from terminating your 
employment under this Agreement for Cause. In the event of your termination for Cause, the Company shall pay you your full accrued base 
salary and accrued vacation time through the date of your termination, you shall forfeit all then-outstanding stock options if you are not eligible 
for Retirement at the time of your termination, and the Company shall have no further obligations under this Agreement; 
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provided that you shall otherwise be eligible to receive any and all compensation and benefits for which a similarly situated senior executive 
would be eligible under the applicable provisions of the compensation and benefit plans in which he is then eligible to participate, as those 
plans may be amended from time to time. 

(2) For purposes of this Agreement, “Cause” is defined as (i) grossly incompetent performance or substantial or 
continuing inattention to or neglect of the duties and responsibilities assigned to you; fraud, misappropriation or embezzlement involving the 
Company or a material breach of the Code of Business Conduct or any provision incorporated in paragraph 13 (“Covenants”), as determined by 
the CEO in his discretion, or (ii) commission of any felony of which you are finally adjudged guilty by a court of competent jurisdiction. 

(3) If the Company terminates your employment for Cause, the Company shall provide you with a written statement of 
the grounds for such termination within 10 business days after the date of termination. 

12. Release - You shall not be entitled to any benefits under paragraphs 10 (“Excise Tax Gross-Up”), l l(c) (“Retirement”), l l(d) 
(“Termination For Good Reason”), and 1 l(e) (“Involuntary Termination Without Cause”) following the termination of your employment 
unless, at the time your employment terminates, you execute a release satisfactory to the Company releasing the Company, its affiliates, 
shareholders, directors, officers, employees, representatives, and agents and their successors and assigns from any and all employment-related 
claims you or your successors and beneficiaries might then have against them (excluding any claims you might then have under this 
Agreement, or any employee benefit plan that is subject to the vesting standards imposed by the Employee Retirement Income Security Act of 
1974, as amended). 

13. Covenants - In consideration for the benefits and agreements described above, you agree to comply with the covenants set forth in 
Exhibit B hereto, which are incorporated herein by reference. 

14. Request For Waiver - Nothing in this Agreement bars you from requesting, at the time of your termination of employment or at any 
time thereafter, that the CEO, in his sole discretion, waive in writing the Company’s 
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rights to enforce some or all of the provisions incorporated in paragraph 13 (“Covenants”) 

15. Other Agreements And Policies - The obligations imposed on you by paragraph 13 (“Covenants”) are in addition to, and not in lieu 
of, any and all other policies and agreements of the Company regarding the subject matter of the foregoing obligations. 

16. Nonduplication Of Benefits - No provision of this Agreement shall require the Company to provide you with any payment, benefit, 
or grant that duplicates any payment, benefit, or grant that you are entitled to receive under any Company compensation or benefit plan, award 
agreement, or other arrangement. 

17. Other Company Plans - Except to the extent otherwise explicitly provided by this Agreement, any awards made to you under any 
Company compensation or benefit plan or program shall be governed by the terms of that plan or program and any applicable award agreement 
thereunder as in effect from time to time. Notwithstanding the foregoing, you shall not be entitled to participate in any Company compensation 
or benefit plan that is established after your employment with the Company terminates, and except as specifically provided in this Agreement, 
you shall not be entitled to any additional grants or awards under any Company compensation or benefit plan after your employment with the 
Company terminates. The amounts paid, provided, or credited under this Agreement shall not be treated as compensation for purposes of 
determining any benefits payable under any Company-sponsored pension, savings, life insurance, or other employee benefit plan except to the 
extent provided by the terms of such plan. 

18. Forfeiture - (a) If you breach any of the obligations incorporated in paragraph 13 (“Covenants”), or engage in serious misconduct 
that is contrary to written policies of the Company and is harmful to the Company or its reputation, you shall forfeit: 

(1) all credits that are added to your Retirement Contribution Sub-Account in the Verizon Income Deferral Plan (or to any 
successor account in that plan or a successor plan) (“Retirement Contribution Sub-Account”), on or after January 1, 
2002; 
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(2) any interest or other earnings or gains on or after January 1, 2002, with respect to any credits in your Retirement 
Contribution Sub-Account (including any interest, or other earnings or gains attributable to any credit regardless of 
when the credit was added to your Retirement Contribution Sub-Account); and 

any unpaid incentive compensation (such as performance bonus awards or other awards under the Verizon 
Communications Inc. Long-Term Incentive Plan) that you are otherwise entitled to receive. 

(3) 

(b) The remedies available under this paragraph are in addition to, and not in lieu of, the remedies available under paragraph 25 

19. No Deemed Waiver - Failure to insist upon strict compliance with any of the terms, covenants, or conditions of this Agreement shall 
not be deemed a waiver of such term, covenant, or condition, nor shall any waiver or relinquishment of any right or power hereunder at any one 
or more times be deemed a waiver or relinquishment of such right or power at any other time or times. 

20. Taxes - The Company may withhold from any benefits payable under this Agreement all taxes that the Company reasonably 
determines to be required pursuant to any law, regulation, or ruling. However, it is your obligation to pay all required taxes on any amounts and 
benefits provided under this Agreement, including the benefits and perquisites provided to you pursuant to paragraph 8 (“Benefits and 
Perquisites”), regardless of whether withholding is required. 

21. Confidentiality - Except to the extent otherwise required by law, you shall not disclose, in whole or in part, any of the terms of this 
Agreement. This paragraph 21 does not prevent you from disclosing the terms of this Agreement to your spouse or to your legal, tax, or 
financial adviser, provided that you take all reasonable measures to assure that he or she does not disclose the terms of this Agreement to a third 
party except as otherwise required by law. 

(“Additional Remedies”). 
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22. Governing Law - To the extent not preempted by federal law, the provisions of this Agreement shall be construed and enforced in 
accordance with the laws of the State of New York, excluding any conflicts or choice of law rule or principle that might otherwise refer 
construction or interpretation of this provision to the substantive law of another jurisdiction. 

23. Assignment - Verizon may, without your consent, assign its rights and obligations under this Agreement to any entity that is a part of 
the Company, and if Verizon makes such an assignment, all references in this Agreement to Verizon (except for references to Verizon common 
stock) shall be deemed to refer to the assignee. However, you may not assign your rights and obligations under this Agreement. 

24. Severability - The agreements contained herein and within the release prescribed by paragraph 12 (“Release”) shall each constitute a 
separate agreement independently supported by good and adequate consideration, and shall each be severable from the other provisions of the 
Agreement and such release. If an arbitrator or court of competent jurisdiction determines that any term, provision, or portion of this 
Agreement or such release is void, illegal, or unenforceable, the other terms, provisions, and portions of this Agreement or such release shall 
remain in full force and effect, and the terms, provisions, and portions that are determined to be void, illegal, or unenforceable shall either be 
limited so that they shall remain in effect to the extent permissible by law, or such arbitrator or court shall substitute, to the extent enforceable, 
provisions similar thereto or other provisions, so as to provide to the Company, to the fullest extent permitted by applicable law, the benefits 
intended by this Agreement and such release. 

25. Additional Remedies - In addition to any other rights or remedies, whether legal, equitable, or otherwise, that each of the parties to 

The covenants incorporated in paragraph 13 (“Covenants”) are essential to the continued good will and profitability of 
the Company; 

You have broad-based skills that will serve as the basis for employment opportunities that are not prohibited by the 
covenants incorporated in paragraph 13 (“Covenants”); 

this Agreement may have, you acknowledge that 

(a) 

(b) 
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(c) When your employment with the Company terminates, you shall be able to earn a livelihood without violating any of 
the terms of this Agreement; 

Irreparable damage to the Company shall result in the event that the covenants incorporated in paragraph 13 
(“Covenants”) are not specifically enforced and that monetary damages will not adequately protect the Company from 
a breach of such covenants; 

If any dispute arises concerning the violation by you of the covenants incorporated in paragraph 13 (“Covenants”), an 
injunction may be issued restraining such violation pending the determination of such controversy, and no bond or 
other security shall be required in connection therewith; 

Such covenants shall continue to apply after any expiration, termination, or cancellation of this Agreement; and 

Your breach of any of such covenants shall result in your immediate forfeiture of all rights under this Agreement. 

(d) 

(e) 

(f) 

(g) 

26. Survival - The provisions of paragraphs 13 (“Covenants”) through 28 (“Entire Agreement”) shall survive the Term of Employment. 
In addition, if the Term of Employment is not extended in accordance with paragraph 3 (“Term”) but your employment continues after the end 
of the Term of Employment, you shall be subject to the obligations imposed by each of such paragraphs with respect to such employment. Any 
obligations that the Company has incurred under this Agreement to provide benefits that have vested under the terms of this Agreement 
(including the Company’s obligations under paragraph 1 1 (c) (“Retirement”)) shall likewise survive the Term of Employment. Except as 
provided by the preceding provisions of this paragraph 26, if the Term of Employment is not extended in accordance with paragraph 3 
(“Term”) but your employment continues after the end of the Term of Employment, the terms of such employment shall not be governed by 
this Agreement. 

27. Arbitration - Any dispute arising out of or relating to this Agreement (except any dispute arising out of or relating to paragraph 13 
(“Covenants”)), and any dispute arising out of or relating to your employment, 
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shall be settled by final and binding arbitration, which shall be the exclusive means of resolving any such dispute, and the parties specifically 
waive all rights to pursue any other remedy, recourse, or relief. With respect to disputes by the Company arising out of or relating to paragraph 
13 (“Covenants”), the Company has retained all its rights to legal and equitable recourse and relief, including but not limited to injunctive 
relief, as referred to in paragraph 25 (“Additional Remedies”). The arbitration shall be expedited and conducted in the State of New York 
pursuant to the Center for Public Resources (“CPR’) Rules for Non-Administered Arbitration in effect at the time of notice of the dispute 
before one neutral arbitrator appointed by CPR from the CPR Panel of neutrals unless the parties mutually agree to the appointment of a 
different neutral arbitrator. The arbitration shall be governed by the Federal Arbitration Act, 9 U.S.C. sections 1-16, and judgment upon the 
award rendered by the arbitrator may be entered by any court having jurisdiction. The finding of the arbitrator may not change the express 
terms of this Agreement and shall be consistent with the arbitrator’s understanding of the findings a court of proper jurisdiction would make in 
applying the applicable law to the facts underlying the dispute. In no event whatsoever shall such an arbitration award include any award of 
damages other than the amounts in controversy under this Agreement. The parties waive the right to recover, in such arbitration, punitive 
damages. Each party hereby agrees that New York City is the proper venue for any litigation seeking to enforce any provision of this 
Agreement or to enforce any arbitration award under this paragraph 27, and each party hereby waives any right it otherwise might have to 
defend, oppose, or object to, on the basis of jurisdiction, venue, or forum nonconveniens, a suit filed by the other party in any federal or state 
court in New York City to enforce any provision of this Agreement or to enforce any arbitration award under this paragraph 27. Each party also 
waives any right it might otherwise have to seek to transfer from a federal or state court in New York City a suit filed by the other party to 
enforce any provision of this Agreement or to enforce any arbitration award under this paragraph 27. 

28. Entire Agreement - Except for the terms of the compensation and benefit plans in which you participate (including any award 
agreements issued thereunder), this Agreement, including the Exhibits hereto, sets forth the entire understanding of you and the Company, and 
supersedes all prior agreements and communications, whether oral or written, between the Company (or Bell Atlantic or GTE or any of their 
respective subsidiaries) and 
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you regarding the subject matter of this Agreement. This Agreement shall not be modified except by written agreement of you and Verizon. 

[Name], I believe that this Agreement provides you and your family with a firm foundation of financial security as our Company faces 
many new challenges and opportunities. I recognize that the Company and the telecommunications industry operate in a rapidly changing and 
demanding environment. It is my hope that this Agreement demonstrates to you the level of confidence that I have in your abilities to meet the 
commitments that I expect from you. Please indicate your acceptance by signing below and returning the signed Agreement to Bob Toohey or 
me within fifteen business days after your receipt of this Agreement. 

Sincerely yours, 

Ivan Seidenberg 
Chairman and Chief Executive Officer 

I agree to the terms described above. 

[Name] 

Attachments: Exhibit A - Excise Tax Gross-Up 
Exhibit B -Covenants 
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EXHIBIT A 

Excise Tax Gross-Up 

1. Gross-Up Payment - If any payment or benefit received or to be received by you from the Company pursuant to the terms of the 
Agreement to which this Exhibit A is attached or otherwise (the “Payments”) would be subject to the excise tax (the “Excise Tax”) imposed by 
section 4999 of the Internal Revenue Code (the “Code”) as determined in accordance with this Exhibit A, the Company shall pay you, at the 
time specified below, an additional amount (the “Gross-Up Payment”) such that the net amount that you retain, after deduction of the Excise 
Tax on the Payments and any federal, state, and local income tax and the Excise Tax upon the Gross-Up Payment, and any interest, penalties, 
or additions to tax payable by you with respect thereto, shall be equal to the total present value (using the applicable federal rate (as defined in 
section 1274(d) of the Code) in such calculation) of the Payments at the time such Payments are to be made. 

I 
2. Calculations - For purposes of determining whether any of the Payments shall be subject to the Excise Tax and the amount of such 

The total amount of the Payments shall be treated as “parachute payments” within the meaning of section 280G(b)(2) of the Code, 
and all “excess parachute payments” within the meaning of section 280G(b)( 1) of the Code shall be treated as subject to the excise 
tax, except to the extent that, in the written opinion of independent counsel selected by Verizon and reasonably acceptable to you 
(“Independent Counsel”), a Payment (in whole or in part) does not constitute a “parachute payment” within the meaning of section 
280G(b)(2) of the Code, or such “excess parachute payments” (in whole or in part) are not subject to the Excise Tax; 

The amount of the Payments that shall be subject to the Excise Tax shall be equal to the lesser of (i) the total amount of the 
Payments or (ii) the amount of “excess parachute payments “ within the meaning of section 280G(b)(l) of the Code (after applying 
clause (a), above); and 

The value of any noncash benefits or any deferred payment or benefit shall be determined by Independent Counsel in accordance 
with the principles of section 280G(d)(3) and (4) of the Code. 

~ excise tax, 

(a) 

(b) 

(c) 
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3. Tax Rates - For purposes of determining the amount of the Gross-Up Payment, you shall be deemed to pay federal income taxes at the 
highest marginal rates of federal income taxation applicable to individuals in the calendar year in which the Gross-Up Payment is to be made 
and state and local income taxes at the highest marginal rates of taxation applicable to individuals as are in effect in the state and locality of 
your residence in the calendar year in which the Gross-Up Payment is to be made, net of the maximum reduction in federal income taxes that 
can be obtained from deduction of such state and local taxes, taking into account any limitations applicable to individuals subject to federal 
income tax at the highest marginal rates. 

4. Time of Gross-Up Payments - The Gross-Up Payments provided for in this Exhibit A shall be made upon the earlier of (a) the 
payment to you of any Payment or (b) the imposition upon you, or any payment by you, of any Excise Tax. 

5. Adjustments to Gross-Up Payments - If it is established pursuant to a final determination of a court or an Internal Revenue Service 
proceeding or the written opinion of Independent Counsel that the Excise Tax is less than the amount previously taken into account hereunder, 
you shall repay the Company, within 30 days of your receipt of notice of such final determination or opinion, the portion of the Gross-Up 
Payment attributable to such reduction (plus the portion of the Gross-Up Payment attributable to the Excise Tax and federal, state, and local 
income tax imposed on the Gross-Up Payment being repaid by you if such repayment results in a reduction in Excise Tax or a federal, state, 
and local income tax deduction) plus any interest received by you on the amount of such repayment, provided that if any such amount has been 
paid by you as an Excise Tax or other tax, you shall cooperate with the Company in seeking a refund of any tax overpayments, and you shall 
not be required to make repayments to the Company until the overpaid taxes and interest thereon are refunded to you. 

6. Additional Gross-Up Payment - If it is established pursuant to a final determination of a court or an Internal Revenue Service 
proceeding or the written opinion of Independent Counsel that the Excise Tax exceeds the amount taken into account hereunder (including by 
reason of any payment the existence or amount of which cannot be determined at the time of the Gross-Up Payment), the Company shall make 
an additional Gross-Up Payment in respect of such excess within 30 days of the Company’s receipt of notice of such final determination or 
opinion. 
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7. Change In Law Or Interpretation - In the event of any change in or further interpretation of section 280G or 4999 of the Code and 
the regulations promulgated thereunder, you shall be entitled, by written notice to Verizon, to request a written opinion of Independent Counsel 
regarding the application of such change or further interpretation to any of the foregoing, and Verizon shall use its best efforts to cause such 
opinion to be rendered as promptly as practicable. 

8. Fees And Expenses - All fees and expenses of Independent Counsel incurred in connection with this Exhibit A shall be borne by 
Verizon. 

9. Survival - The Company’s obligation to make a Gross-Up Payment with respect to Payments made or accrued before the end of the 
Term of Employment shall survive the Term of Employment unless (a) your employment is terminated for Cause pursuant to paragraph 11(f) 
of the Agreement to which this Exhibit A is attached (“Involuntary Termination For Cause”), (b) you fail to execute a release in accordance 
with paragraph 12 of such Agreement (“Release”), or (c) you fail to comply with the covenants incorporated in paragraph 13 of such 
Agreement (“Covenants”), in which event the Company’s obligation under this Exhibit A shall terminate immediately. 

10. Defined Terms - Except where clearly provided to the contrary, all capitalized terms used in this Exhibit A shall have the definitions 
given to those terms in the Agreement to which this Exhibit A is attached. 

file://C:\Temp\ONAXUDIC. htm 4/ 13/2005 

file://C:\Temp\ONAXUDIC


Covenants 

1. Noncompetition - In consideration for the benefits and agreements described in the Agreement to which this Exhibit B is attached, 
you agree that: 

(a) Prohibited Conduct - During the period of your employment with the Company, and for the period ending six months after 
your termination of employment for any reason from the Company, you shall not, without the prior written consent of the CEO(s): 

(1) 

(2) 

personally engage in Competitive Activities (as defined below); or 

work for, own, manage, operate, control, or participate in the ownership, management, operation, or control of, or 
provide consulting or advisory services to, any individual, partnership, firm, corporation, or institution engaged in 
Competitive Activities, or any company or person affiliated with such person or entity engaged in Competitive 
Activities; provided that your purchase or holding, for investment purposes, of securities of a publiciy-traded company 
shall not constitute “ownership” or “participation in ownership” for purposes of this paragraph so long as your equity 
interest in any such company is less than a controlling interest; 

provided that this paragraph (a) shall not prohibit you from (i) being employed by, or providing services to, a consulting firm, provided that 
you do not personally engage in Competitive Activities or provide consulting or advisory services to any individual, partnership, firm, 
corporation, or institution engaged in Competitive Activities, or any company or person affiliated with such person or entity engaged in 
Competitive Activities, or (ii) engaging in the private practice of law as a sole practitioner or as a partner in (or as an employee of or counsel 
to) a law firm in accordance with applicable legal and professional standards. 

(b) Competitive Activities - For purposes of the Agreement to which this Exhibit B is attached, “Competitive Activities” means 
business activities relating to products or services of the same or similar type as the products or services (1) which are sold (or, pursuant to an 
existing business plan, will be sold) to paying customers of the Company, and (2) for which you 

file ://C :\Temp\ON AXUDIC . htm 41 13/2005 



then have responsibility to plan, develop, manage, market, or oversee, or had any such responsibility within your most recent 24 months of 
employment with the Company. Notwithstanding the previous sentence, a business activity shall not be treated as a Competitive Activity if the 
geographic marketing area of the relevant products or services sold by you or a third party does not overlap with the geographic marketing area 
for the applicable products and services of the Company. 

2. Interference With Business Relations - During the period of your employment with the Company, and for a period ending with the 
expiration of 12 months following your termination of employment for any reason from the Company, you shall not, without the written 
consent of the CEO(s): 

(a) 

(b) 

recruit or solicit any employee of the Company for employment or for retention as a consultant or service provider; 

hire or participate (with another company or third party) in the process of hiring (other than for the Company) any person 
who is then an employee of the Company, or provide names or other information about Company employees to any person 
or business (other than the Company) under circumstances that could lead to the use of that information for purposes of 
recruiting or hiring; 

interfere with the relationship of the Company with any of its employees, agents, or representatives; 

solicit or induce, or in any manner attempt to solicit or induce, any client, customer, or prospect of the Company (1) to cease 
being, or not to become, a customer of the Company or (2) to divert any business of such customer or prospect from the 
Company; or 

otherwise interfere with, disrupt, or attempt to interfere with or disrupt, the relationship, contractual or otherwise, between 
the Company and any of its customers, clients, prospects, suppliers, consultants, or employees. 

(c) 

(d) 

(e) 

4/13/2005 
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3. Return Of Property; Intellectual Property Rights - You agree that on or before your termination of employment for any reason 
with the Company, you shall return to the Company all property owned by the Company or in which the Company has an interest, including 
files, documents, data and records (whether on paper or in tapes, disks, or other machine-readable form), office equipment, credit cards, and 
employee identification cards. You acknowledge that the Company is the rightful owner of any programs, ideas, inventions, discoveries, 
patented or copyrighted material, or trademarks that you may have originated or developed, or assisted in originating or developing, during 
your period of employment with the Company, where any such origination or development involved the use of Company time or resources, or 
the exercise of your responsibilities for or on behalf of the Company. You shall at all times, both before and after termination of employment, 
cooperate with the Company in executing and delivering documents requested by the Company, and taking any other actions, that are necessary 
or requested by the Company to assist the Company in patenting, copyrighting, or registering any programs, ideas, inventions, discoveries, 
patented or copyrighted material, or trademarks, and to vest title thereto in the Company. 

4. Proprietary And Confidential Information - You shall at all times preserve the confidentiality of all proprietary information and 
trade secrets of the Company, except to the extent that disclosure of such information is legally required. “Proprietary information” means 
information that has not been disclosed to the public and that is treated as confidential within the business of the Company, such as strategic or 
tactical business plans; undisclosed financial data; ideas, processes, methods, techniques, systems, patented or copyrighted information, 
models, devices, programs, computer software, or related information; documents relating to regulatory matters and correspondence with 
governmental entities; undisclosed information concerning any past, pending, or threatened legal dispute; pricing and cost data; reports and 
analyses of business prospects; business transactions that are contemplated or planned; research data; personnel information and data; identities 
of users and purchasers of the Company’s products or services; and other confidential matters pertaining to or known by the Company, 
including confidential information of a third party that you know or should know the Company is bound to protect. 

5. Definitions - Except where clearly provided to the contrary, all capitalized terms used in this Exhibit B shall have the definitions given 

EXHIBIT 12 
to those terms in the Agreement to which this Exhibit B is attached. 

Computation of Ratio of Earnings to Fixed Charges 
Verizon Communications Inc. and Subsidiaries 

Years Ended December 31, 
(dollars in millions) 

2004 2003 2002 200 1 2000 

Income from before provision for income taxes, discontinued operations, 

Minority interest 
Equity in (earnings) loss of unconsolidated businesses 
Dividends from unconsolidated businesses 
Interest expense 
Portion of rent expense representing interest 
Amortization of capitalized interest 

extraordinary items, and cumulative effect of accounting change 

Income, as adjusted 

$ 10,112 $ 4,673 $ 6,130 $ 2,660 $ 17,841 
2,409 1,583 1,404 625 288 

(1,691) (1,278) 1,547 (446) (3,792) 
162 198 97 178 215 

2,384 2,797 3,130 3,276 3,406 
449 445 418 419 345 
104 103 87 70 52 

$ 13,929 $ 8,521 $ 12,813 $ 6,782 $ 18,355 

Fixed charges: 
Interest expense 
Portion of rent expense representing interest 
Capitalized interest 
Preferred stock dividend requirement 

Fixed Charges 

$ 2,384 $ 2,797 $ 3,130 $ 3,276 $ 3,406 
449 445 418 419 345 
177 144 185 368 230 

8 12 18 61 26 

$ 3,018 $ 3,398 $ 3,751 $ 4,124 $ 4,007 

Ratio of Earnings to Fixed Charges 

Selected ~ i i i ~ n ~ i a l  ata erizon (~ommttnications tnc. arid Subsidiaries 

~ ~~ ~ 

4.62 2.51 3.42 1.64 4.58 

EXHIBIT 13 

(doll 
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UNITED STATES 
SECURITIES AND EXCHANGE COMMISSION 

Washington, D.C. 20549 

FORM. 10-Q 

(Mark one) 
QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) 

OF THE SECURITIES EXCHANGE ACT OF 1934 
For the quarterly period ended September 30,2004 

OR 

0 TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) 
OF THE SECURITIES EXCHANGE ACT OF 1934 

For the transition period from to 

Commission file number 1-8606 

Verizon Communications Inc. 
(Exact name of registrant as specified in its charter) 

Delaware 23-2259884 
(State of Incorporation) (I.R.S. Employer Identificatlon No.) 

1095 Avenue of the Americas 
New York, New York 

(Address of principal executive offices) 

10036 
(Zip Code) 

Registrant's telephone number (212) 395-2121 

Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of the Securities 
Exchange Act of 1934 during the preceding 12 months (or for such shorter period that the registrant was required to file such reports), 
and (2) has been subject to such filing requirements for the past 90 days. Yes L!l No 0 

Indicate by check mark whether the registrant is an accelerated filer (as defined in Rule 12b-2 of the Exchange Act). Yes L!l No 0 

At September 30, 2004, 2,768,958,346 shares of the registrant's Common Stock were outstanding, after deducting 5,907,035 shares 
held in treasury. 
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Item 1. Financial Statements 

Condensed Consolidated Statements of Income 
Verizon Communications Inc. and Subsidiaries 

(Dollars in Millions, Except Per Share Amounts) (Unaudited) 

Three Months Ended Nine Months Ended 
September 30, September 30, 

2004 2003 2004 2003 

Operating Revenues $ 18,206 $ 17,063 $ 53,020 $ 50,270 

Sales of businesses, net - - 

Total Operating Expenses 14,609 13,872 43,256 40,693 

2 80 74 159 

Income Before Provision for Income Taxes, Discontinued 

Income Before Discontinued ODerations and Cumulative 
Effect of Accounting Change- 1,779 1,786 4,744 4,93 1 

Income/(loss) on discontinued operations, net of tax 17 5 48 

Net Income $ 1,796 $ 1,791 $ 4,792 $ 4,535 

N 

Weighted-average shares outstanding (in millions) 2,769 2,759 2,769 2,753 

of accounting change 
Income/(loss) on discontinued operations, net of tax 

- .18 Cumulative effect of accounting change, net of tax - - 

Net Income $ .64 
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Weighted-average shares outstanding (in millions) 2,803 2,791 2,803 2,786 

Dividends declared per common share $ .385 !$ .385 $ 1.155 $ 1.155 

(1) Total per share amounts may not add due to rounding. 

See Notes to Condensed Consolidated Financial Statements 

1 
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Condensed Consolidated Balance Sheets 
Verizon Communications Inc. and Subsidiaries 

(Dollars in Millions, Except Per Share Amounts) (Unaudited) At September 30,2004 At December 31,2003 

Assets 
Current assets .. .. 

Cash and cash equivalents !§ 616 $ 669 
Short-term investments 986 3.172 - ~ _ _  _,_ - 
Accounts receivable, net of allowances of $1,772 and $2,382 9,919 9,854 
Inventories 1,389 1,262 

Total current assets 17,741 18,895 

Plant, property and equipment 183,356 180,940 
Less accumulated depreciation 109,870 10563 8 

73,486 75,302 

Investments in unconsolidated businesses 5,989 5,789 

Other assets 19,324 19,538 

Total assets $ 162,897 $ 165,968 

Liabilities and Shareowners’ Investment 

Other 5,967 5,885 

Total current liabilities 23,124 26,580 

Long-term debt 37,252 39,413 

Minority interest 24,588 24,348 

Series Dreferred stock ($.lo uar value; none issued) 

mmon stock in 

Total shareowners’ investment 

Total liabilities and shareowners’ investment $ 162,897 $ 165,968 
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See Notes to Condensed Consolidated Financial Statements 
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Condensed Consolidated Statements of Cash Flows 
Verizon Communications Inc. and Subsidiaries 

(Dollars in Millions) (Unaudited) 
Nine Months Ended September 30, 

2004 2003 

Cash Flows from Operating Activities 
Income before discontinued operations and cumulative effect of accounting change $ 4,744 $ 4,931 
Adjustments to reconcile income before discontinued operations and cumulative effect of 

accounting change to net cash provided by operating activities: 

anges in current assets an 

Net cash provided by operating activities 15,494 16,256 

talized software 

Other, net 26 1 409 

Net cash used in  investing activities (7,825) (6,910) 

Cash Flows from Financing Activities 
Proceeds from long-term borrowings 502 2,83 1 
Repayments of long-term borrowings and capital lease obligations (4,867) (8,870) 
Decrease in short-term obligations, excluding current maturities (79) (1,274) 
Dividends paid (3,198) (3,175) 
Proceeds from sale of common stock 220 617 
Purchase of common stock for treasury (257) - 

Other, net (43 1 (168) 

Net cash used in financing activities (7,722) (10,039) 

Decrease in cash and cash equivalents (53) (693) 
Cash and cash equivalents, beginning of period 869' (397' 

Cash and cash equivalents, end of period 

See Notes to Condensed Consolidated Financial Statements 

$ 616 $ 704 
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Notes to Condensed Consolidated Financial Statements 
Verizon Communications Inc. and Subsidiaries 

(Unaudited) 
, 1. Basis of Presentation 

The accompanying unaudited condensed consolidated financial statements have been prepared based upon Securities and Exchange 
Commission (SEC) rules that permit reduced disclosure for interim periods. These financial statements reflect all adjustments that are 
necessary for a fair presentation of results of operations and financial condition for the interim periods shown including normal 
recurring accruals and other items. The results for the interim periods are not necessarily indicative of results for the full year. For a 
more complete discussion of significant accounting policies and certain other information, you should refer to the financial statements 
included in the Verizon Communications Inc. (Verizon) Annual Report on Form 10-K for the year ended December 3 1, 2003. 

We have reclassified prior year amounts to conform to the current year presentation. 

2. Accounting Changes 

Directory Accounting Change 
During 2003, we changed our method for recognizing revenues and expenses in our directory business from the publication-date 
method to the amortization method. The publication-date method recognizes revenues and direct expenses when directories are 
published. Under the amortization method, revenues and direct expenses, primarily printing and distribution costs, are recognized 
over the life of the directory, which is usually 12 months. This accounting change affected the timing of the recognition of revenues 
and expenses. As required by generally accepted accounting principles (GAAP), the directory accounting change was recorded 
effective January 1, 2003. The cumulative effect of the accounting change was a one-time charge of $2,697 million ($1,647 million 
after-tax). 

Stock-Based Compensation 
Effective January 1, 2003, we adopted the fair value recognition provisions of Statement of Financial Accounting Standards (SFAS) 
No. 123, “Accounting for Stock-Based Compensation,” using the prospective method (as permitted under SFAS No. 148, 
“Accounting for Stock-Based Compensation - Transition and Disclosure”) to all new awards granted, modified or settled after 
January 1, 2003. The following table illustrates the effect on net income and earnings per share if the fair value method had been 
applied to all outstanding and unvested options in each period. 

Three Months Ended September 30, Nine Months Ended September 30, 
(Dollars in Millions, Except Per Share Amounts) 2004 2003 2004 2003 

Net Income, As Reported $ 1,796 $ 1,791 $ 4,792 $ 4,535 

Add: Stock option-related employee compensation expense 

Pro Forma Net Income $ 1,779 $ 1,748 $ 4,739 $ 4,406 

Earnings Per Share 

Basic - as reported 5 .65 $ .65 $ 1.73 $ 1.65 
Basic - pro forma .64 .63 1.71 1.60 

Diluted - as rep 
Diluted - pro fo 

After-tax compensation expense for other stock-based compensation included in net income as reported for the three and nine months 
ended September 30,2004 was $59 million and $154 million, respectively. For the three and nine months ended September 30,2003, 
after-tax compensation expense for other stock-based compensation included in net income as reported was $23 million and $55 
million, respectively. 

4 
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Asset Retirement Obligations 
We adopted the provisions of SFAS No. 143, “Accounting for Asset Retirement Obligations” on January 1, 2003. SFAS No. 143 
requires that companies recognize the fair value of a liability for asset retirement obligations in the period in which the obligations are 
incurred and capitalize that amount as part of the book value of the long-lived asset. We determined that Verizon does not have a 
material legal obligation to remove long-lived assets as described by this statement. However, prior to the adoption of SFAS No. 143, 
we included estimated removal costs in our group depreciation models. Consequently, in connection with the initial adoption of SFAS 
No. 143 we reversed accrued costs of removal in excess of salvage from our accumulated depreciation accounts for these assets. The 
adjustment was recorded as a cumulative effect of an accounting change, resulting in the recognition of a gain of $3,499 million 
($2,150 million after-tax). 

3. Strategic Actions 

Severance, Pension and Bene$t Charges 
During the third quarter of 2004 and the nine months ended September 30,2004, we recorded pretax pension settlement losses of $33 
million ($20 million after-tax) and $792 million ($485 million after-tax), respectively. These settlement losses related to employees 
that received lump-sum distributions during 2004 in connection with the previously announced voluntary separation plan under which 
more than 21,000 employees accepted the Separation offer in the fourth quarter of 2003. These charges were recorded in accordance 
with SFAS No. 88, “Employers’ Accounting for Settlements and Curtailments of Defined Benefit Pension Plans and for Termination 
Benefits” which requires that settlement losses be recorded once prescribed payment thresholds have been reached. 

During the third quarter of 2003, we recorded pretax pension settlement losses of $131 million ($81 million after-tax) related to 
employees that received lump-sum distributions during the quarter in connection with previously announced employee separations. 

During the second quarter of 2003 we recorded a special charge of $463 million ($286 million after-tax) in connection with enhanced 
pension benefits granted to employees retiring in the first half of 2003, estimated costs associated with the July 10, 2003 Verizon New 
York arbitration ruling and pension settlement losses related to lump-sum pay-outs in 2003. On July 10, 2003, an arbitrator ruled that 
Verizon New York’s termination of 2,300 employees in 2002 was not permitted under a union contract; similar cases were pending 
impacting an additional 1,100 employees. Verizon offered to reinstate all 3,400 impacted employees, and accordingly, recorded a 
charge in the second quarter of 2003 representing estimated payments to employees and other related company-paid costs. 

In addition, in the second quarter of 2003 we recorded a special charge of $235 million ($150 million after-tax) primarily associated 
with employee severance costs and severance-related activities in connection with the voluntary separation of approximately 4,000 
employees. 

Other Special Items 
In the second quarter of 2004, we recorded an expense credit of $204 million ($123 million after-tax) resulting from the favorable 
resolution of pre-bankruptcy amounts due from MCI, Inc. Previously reached settlement agreements became fully effective when 
MCI emerged from bankruptcy proceedings in the second quarter of 2004. 

Also during the second quarter of 2004, we recorded a charge of $1 13 million ($87 million after-tax) related to operating asset losses 
pertaining to our international long distance and data network. In addition, we recorded pretax charges of $12 million ($7 million 
after-tax) during the second quarter in connection with the early retirement of debt. During the first quarter of 2004, we also recorded 
pretax charges of $43 million ($27 million after-tax) resulting from the early retirement of debt. 

During the second quarter of 2003, we recorded other pretax charges of $258 million ($204 million after-tax) primarily related to a 
pretax impairment charge of $125 million ($125 million after-tax) pertaining to our leasing operations for airplanes leased to airlines 
that were experiencing financial difficulties and for power generating facilities. These second quarter 2003 charges also included 
pretax charges of $61 million ($38 million after-tax) pertaining to the early retirement of debt and other pretax charges of $72 million 
($41 million after-tax). 

5 
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4. Discontinued Operations and Sales of Businesses, Net 

Verizon Information Services Canada 
During the third quarter of 2004, we announced our decision to sell Verizon Information Services Canada Inc. to an affiliate of Bain 
Capital, a global private investment firm, for $1,540 million (Cdn. $1,985 million). The sale is expected to close in the fourth quarter 
of 2004. In accordance with SFAS No. 144 "Accounting for the Impairment or Disposal of Long-Lived Assets," we have classified 
the results of operations of Verizon Information Services Canada as discontinued operations in the unaudited condensed consolidated 
statements of income. In addition, the assets and liabilities of Verizon Information Services Canada are summarized and disclosed as 
current assets and current liabilities in the unaudited condensed consolidated balance sheets. Additional detail related to the assets and 
liabilities of Verizon Information Services Canada is as follows: 

(Dollars in Millions) At September 30,2004 At December 31,2003 

Total assets $ 719 $ 705 

Current liabilities $ 82 $ 66 
Other non-current liabilities 13 10 

Total liabilities $ 95 $ 76 

Summarized results of operations for Verizon Information Services Canada are as follows: 

(Dollars in Millions) 

Three Months Ended Nine Months Ended 
September 30, September 30, 

2004 2003 2004 2003 

Income from operations of Venzon Information Services Canada before income taxes $ 33 $ 15 $ 89 $ 66 
Income t a x  provision (16) (10) (41) (30) 

Income on discontinued operations, net of tax $ 17 $ 5  $ 4 8  $ 3 6  

Included in income from operations of Verizon Information Services Canada before income taxes in the preceding table are operating 
revenues of $83 million and $92 million for the three months ended September 30,2004 and 2003, respectively, and $243 million and 
$204 million for the nine months ended September 30,2004 and 2003, respectively. 

Iusacell 

Also included in discontinued operations are the results of operations of Grupo Iusacell, S.A. de C.V. (Iusacell) prior to the sale of 
Iusacell in July 2003. In connection with the decision to sell our interest in Iusacell and a comparison of expected net sale proceeds to 
the net book value of our investment in Iusacell (including the foreign currency translation balance), we recorded a pretax loss of 
$957 million ($93 1 million after-tax) in the second quarter of 2003. This loss included $3 17 million of goodwill. Summarized results 
of operations for Iusacell are as follows: 

(Dollars in Millions) 
Three Months Ended Nine Months Ended 

September 30, BO3 September 30,2003 

- $ - Income from operations of Iusacell before income taxes 
(957) Investment loss - 

Income tax benefit - 22 

$ 

Loss on discontinued operations, net of tax $ - $ (935) 

Included in income from operations of Iusacell before income taxes in the preceding table are operating revenues of $18 1 million for 
the nine months ended September 30,2003. 

Sales of Businesses, Net 



111 11llll I I II 1111 II I I ~ ~ ~ ~ I I I I I I  1111 I II II II 111 
VERIZON COMMUNICATIO RR Donnelley ProFile F ~ ~ ~ B u - z " - p F '  6CHMausbtOcm 08-Nov-2004 15:2l EST 97432TX6 5' 
FORM 10-0. NYM CLN HTMESS OC 

Page 2 of 2 

During the third quarter of 2003, we recorded a net pretax gain of $141 million primarily related to the sale of our directory 
publication operations in Austria, the Czech Republic, Gibraltar, Hungary, Poland and Slovakia. 

6 
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5. Assets Held for Sale 

During the second quarter of 2004, we announced an agreement with an affiliate of The Carlyle Group to sell our wireline-related 
businesses in Hawaii, including Verizon Hawaii Inc. which operates 707,000 switched access lines, as well as the services and assets 
of Verizon Long Distance, Verizon Online and Verizon Information Services in Hawaii, for $1,650 million in cash, less debt. The 
closing of the transaction, expected in early 2005, is contingent on approval from the Hawaii Public Utilities Commission. The 
Federal Communications Commission and the U.S. Department of Justice have provided the necessary approvals. As a result of this 
agreement, we have separately classified the assets held for sale and related liabilities in the unaudited condensed consolidated 
balance sheet at September 30,2004. Additional detail of the assets held for sale, and related liabilities, follows: 

I pollars in Millions) At September 30,2004 

Current assets $ 13 1 
Plant, property and equipment, net 798 

Total assets $ 950 
~~~ 

Debt maturing within one year $ 125 
Other current liabilities 50 

Total liabilities $ 500 

6. Goodwill and Other Intangible Assets 

Goodwill 
Changes in the carrying amount of goodwill for the nine months ended September 30,2004 are as follows: 

Domestic Domestic Information Corporate 
(Dollars in Millions) Telecom Wireless Services International & Other Total 

Balance at December 31,2003 $ 314 $ -  $ 77 $ 4 4 4  $ -  $ 835 
- - - - Goodwill reclassifications and other - - 

Balance at September 30,2004 $ 314 $ -  $ 77 $ 4 4 4  $ -  $ 835 

Other Intangible Assets 
The major components and average useful lives of our other intangible assets follows: 

At September 30,2004 At December 31,2003 

Gross Carrying Accumulated Gross Carrying Accumulated 
(Dollars in Millions) Amount Amortization Amount Amortization 

Amortized intangible assets: 
Customer lists (4 to 7 years) $ 3,441 $ 2,715 $ 3,441 $ 2,362 

Other (2 to 30 years) 61 19 59 17 

24 9,277 $ 4,575 

Unamortized intangible assets: 
ire1 $ $ 40,907 - - 

Intangible asset amortization expense was $348 million and $1,037 million for the three and nine months ended September 30, 2004, 
respectively. For the three and nine months ended September 30, 2003, intangible asset amortization expense was $353 million and 
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$1,043 million, respectively. It is estimated to be $345 million for the remainder of 2004, $1,282 million in 2005, $850 million in 
2006, $552 million in 2007 and $412 million in 2008, primarily related to customer lists and non-network internal-use software. 

7 
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7. Debt 

Debt Issuances/Redemptions 
In March 2004, Verizon Global Funding Corp. issued $500 million of 13-month floating rate exchangeable notes at par value. The 
notes may be exchanged periodically into similar notes until 201 1. 

On May 4, 2004, we redeemed Verizon California Inc. $250 million 8.07% debentures due April 15,2024. During the fiist quarter of 
2004, we redeemed several debt issuances: Verizon Virginia Inc. $125 million 7% debentures due July 15,2025; Verizon New York 
Inc. $250 million 7% debentures due August 15, 2025; Verizon New York Inc. $450 million 7.25% debentures due February 15, 
2024; and Verizon Florida Inc. $200 million 7.41% Series B debentures due December 15,2023. 

Support Agreements and Guarantees 
All of Verizon Global Funding's debt has the benefit of Support Agreements between us and Verizon Global Funding, which give 
holders of Verizon Global Funding debt the right to proceed directly against us for payment of interest, premium (if any) and 
principal outstanding should Verizon Global Funding fail to pay. The holders of Verizon Global Funding debt do not have recourse to 
the stock or assets of most of our telephone operations; however, they do have recourse to dividends paid to us by any of our 
consolidated subsidiaries as well as assets not covered by the exclusion. Verizon Global Funding's long-term debt, including current 
portion, aggregated $13,842 million at September 30, 2004. The carrying value of the available assets reflected in our unaudited 
condensed consolidated balance sheets was approximately $58.3 billion at September 30, 2004. 

Verizon and NYNEX Corporation are the joint and several co-obligors of the 20-Year 9.55% debentures due 2010 previously issued 
by NYNEX on March 26, 1990. As of September 30,2004, $145 million principal amount of this obligation remained outstanding. In 
addition, Verizon Global Funding has guaranteed the debt obligations of GTE Corporation (but not the debt of its subsidiary or 
affiliate companies) that were issued and outstanding prior to July 1, 2003. As of September 30, 2004, $3,594 million principal 
amount of these obligations remained outstanding. NYNEX and GTE no longer issue public debt or file SEC reports. See Note 12 for 
information on guarantees of subsidiary debt listed on the New York Stock Exchange. 

Exchangeable Notes 
Previously, Verizon Global Funding issued two series of notes: $2,455 million of 5.75% senior exchangeable notes due on April 1, 
2003 that were exchangeable into shares of Telecom Corporation of New Zealand Limited (the 5.75% Notes) and $3,180 million of 
4.25% senior exchangeable notes due on September 15, 2005 that, in connection with a restructuring of Cable & Wireless 
Communications plc in 2000 and the bankruptcy of NTL Incorporated (NTL) in 2002, were exchangeable into shares of Cable & 
Wireless plc and a combination of shares and warrants in the reorganized NTL entities (the 4.25% Notes). 

On April 1, 2003, all of the outstanding $2,455 million principal amount of the 5.75% Notes were redeemed at maturity. On March 
15,2003, Verizon Global Funding redeemed all of the outstanding 4.25% Notes. The cash redemption price for the 4.25% Notes was 
$1,048.29 for each $1,000 principal amount of the notes. The principal amount of the 4.25% Notes outstanding, before unamortized 
discount, at the time of redemption, was $2,839 million. 

Zero-Coupon Convertible Notes 
Previously, Verizon Global Funding issued approximately $5.4 billion in principal amount at maturity of zero-coupon convertible 
notes due 2021 which are redeemable at the option of the holders on May 15" in each of the years 2004, 2006, 2011 and 2016. On 
May 15, 2004, $3,292 million of principal amount of the notes ($1,984 million after unamortized discount) were redeemed by 
Verizon Global Funding. As of September 30, 2004, the remaining zero-coupon convertible notes were classified as long-term since 
they are not redeemable at the option of the holders again until May 15,2004. 

Debt Covenants 
Verizon and its consolidated subsidiaries are in compliance with all of their debt covenants. 

8 
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8. Comprehensive Income 

Comprehensive income consists of net income and other gains and losses affecting shareowners’ investment that, under GAAP, are 
excluded from net income. 

Changes in the components of other comprehensive income (loss) are as follows: 

Three Months Ended September 30, Nine Months Ended September 30, 
@ollars in Millions) 2004 2003 2004 2003 

Net Income $ 1,796 $ 1,791 $ 4,792 $ 4,535 

Other Comprehensive Income (Loss), Net of Taxes 
342 

- 
Foreign currency translation adjustments 322 (38) (67) 

(39) Unrealized losses on net investment hedges (39) 
Unrealized derivative gains (losses) on cash flow hedges 2 11 (15) (16) 
Unrealized gains (losses) on markctablc securities 12 (17) 6 (7 ) 

- (7) (10) Minimum pension liability adjustment - 

- 

Total Comprehensive Income $ 2,093 $ 1,747 $ 4,670 $ 4,844 

The unrealized foreign currency translation gain for the three months ended September 30, 2004 is primarily driven by the 
appreciation of the functional currencies on our investments in Verizon Dominicana, C. por A. (Verizon Dominicana), Vodafone 
Omnitel N.V. (Vodafone Omnitel) and our Canadian operations. The unrealized foreign currency translation loss in the nine months 
ended September 30, 2004 is primarily driven by a decline in the functional currencies on our investments in Compaiiia An6nima 
Nacional TelCfonos de Venezuela (CANTV) and Vodafone Omnitel, partially offset by the appreciation of the Canadian dollar on our 
Canadian operations. The foreign currency translation gain in 2003 is primarily driven by a reclassification of the foreign currency 
translation loss of Iusacell of $577 million in connection with the sale of Iusacell (see Note 4) and the favorable impact of the euro on 
our investment in Vodafone Omnitel, partially offset by unrealized foreign currency translation losses at Verizon Dorninicana and 
CANTV. 

During the third quarter of 2004, we entered into foreign currency forward contracts to hedge our net investment in two international 
operations. In accordance with the provisions of SFAS No. 133, “Accounting for Derivative Instruments and Hedging Activities” and 
related amendments and interpretations, changes in the fair value of these contracts due to exchange rate fluctuations are recognized 
in Accumulated Other Comprehensive Loss and offset the changes in the value of our net investment in the international operations 
being hedged. 

The components of Accumulated Other Comprehensive Loss are as follows: 

(Dollars in Millions) At September 30,2004 At December 31,2003 

Accumulated other comprehensive loss 

9 
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9. Earnings Per Share 

The following table is a reconciliation of the share amounts used in computing earnings per share. 

(Dollars and Shares in Millions, Except Per Share Amounts) 2004 2003 2004 24303 
Three Months Ended September 30, Nine Months Ended September 30, 

Net Income Used For Basic Earnings Per Common Share 
Income before discontinued ouerations and cumulative effect 

of accounting change $ 1,779 $ 1,786 $ 4,744 $ 4,931 

Net income $ 1,796 $ 1,791 $ 4,792 $ 4,535 

Net Income Used For Diluted Earnings Per Common Share 

After-tax minority interest expense related to exchangeable 
equity interest 7 6 20 15 

Income before discontinued operations and cumulative effect of 
accounting change - after assumed conversion 
of diiutive securities 1,786 1,792 4,764 4,946 

Income/(loss) on discontinued operations, net of tax 17 5 48 (899) 
- - 503 Cumulative effect of accounting change, net of tax - 

Net income after assumed conversion of dilutive securities $ 1,803 $ 1,797 $ 4,812 $ 4,550 

2,769 2,759 2,769 2,753 

Income before discontinued operations and cumulative effect 
of accounting change $ .64 $ .65 $ 1.71 $ 1.79 

Income/(loss) on discontinued operations, net of tax .o 1 - .02 C33) 
Cumulative effect of accounting change, net of tax - - - .18 

Net income $ .65 $ 6.5 $ 1.73 $ 1.65 

Weighted-average shares outstanding - diluted 
~ 

2,803 2,79 1 
~~ ~ 

2,803 2,786 

Net income $ .64 $ 6 4  $ 1.72 $ 1.63 

(1 

Stock options for 252 million shares for the three months ended September 30, 2004 and 253 million shares for the nine months 
ended September 30, 2004 were not included in the computation of diluted earnings per share because the exercise price of the stock 
options was greater than the average market price of the common stock. For the three and nine months ended September 30, 2003, the 

Total per share amounts may not add due to rounding. 



number of shares not included in the computation of diluted earnings per share were 249 million and 246 million, respectively. 
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10. Segment Information 

We have four reportable segments, which we operate and manage as strategic business units and organize by products and services. 
Our segments include: Domestic Telecom - principally representing our telephone operations that provide local telephone services in 
29 states and the District of Columbia, including voice and data transport, enhanced and custom calling features, network access, 
directory assistance, private lines and public telephones as well as long distance services, customer premises equipment distribution, 
data solutions and systems integration, billing and collections, Internet access services and inventory management services; Domestic 
Wireless - domestic wireless products and services, including wireless voice and data services and equipment sales across the United 
States; Information Services - representing our publishing businesses and electronic commerce services; and International - which 
includes our foreign wireline and wireless communications operations and investments. 

We measure and evaluate our reportable segments based on segment income. This segment income excludes unallocated corporate 
expenses and other adjustments arising during each period. The other adjustments include transactions that the chief operating 
decision makers exclude in assessing business unit performance due primarily to their non-recurring andor non-operational nature. 
Although such transactions are excluded from the business segment results, they are included in reported consolidated earnings. Gains 
and losses that are not individually significant are included in all segment results, since these items are included in the chief operating 
decision makers' assessment of unit performance. These gains and losses are primarily contained in Information Services and 
International since they actively manage investment portfolios. 

11 
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The following table provides operating financial information for our four reportable segments and a reconciliation of segment results 
to consolidated results: 

(Dollars in Millions) 
Three Months Ended September 30, Nine Months Ended September 30, 

2004 2003 2004 2003 
~ 

External Operating Revenues 
Domestic Telecom $ 9,423 $ 9,651 $ 28,275 $ 29,109 
Domestic Wireless 7,290 5,929 20,266 16,466 
Information Services 900 939 2,725 2,897 
hternational 486 439 1,447 1,453 

Total segments 18,099 16,958 52,713 49,925 

Total consolidated - reported $ 18,206 $ 17,063 $ 53,020 $ 50,270 

Intersegment Revenues 
Domestic Telecom $ 224 $ 200 $ 608 $ 588 
Domestic Wireless 21 13 54 39 
Information Services - 

Lnternational 10 7 23 19 
- - - 

Total segments 255 220 685 646 

Total consolidated - reported $ - $  - $  - $  - 

Total Operating Revenues 
Domestic Telecom $ 9,647 $ 9,851 $ 28,883 $ 29,697 
Domestic Wireless 7,311 5,942 20,320 16,505 
Information Services 900 939 2,725 2,897 
hternationd 496 446 1,470 1,472 

Total segments 18,354 17,178 53 398 50 571 

Total consolidated - reported $ 18,206 $ 17,063 $ 53,020 $ 50,270 

424 584 1,271 1,540 

Total segments 3,617 3,3 15 10,498 10,377 

Total consolidated - reported $ 3,597 $ 3,191 $ 9,764 $ 9,577 

Total segment income 1,691 1,830 4,924 5,375 
Rec (840) 

Total consolidated net income - reported $ 1,796 $ 1,791 $ 4,792 $ 4,535 
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(Dollars in Millions) At September 30,2004 At December 31,2003 

160,851 Total segments 158,031 

Total consolidated $ 162,897 $ 165,968 
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Major reconciling items between the segments and the consolidated results are as follows: 

(Dollars in Millions) 
Three Months Ended September 30, Nine Months Ended September 30, 

2004 2003 2004 2003 

$ (148) $ (115) $ (378) $ (301) 

Operating Income 

Corporate and other 108 37 260 276 

$ 105 $ (39) $ (132) $ (840) 

During the first quarter of 2004, we sold all of our investment in Iowa Telecom preferred stock, which resulted in a pretax gain of $43 
million ($43 million after-tax) included in Income From Other Unconsolidated Businesses in the unaudited condensed consolidated 
statements of income. The preferred stock was received in 2000 in connection with the sale of access lines in Iowa. 

Financial information for International excludes the effects of Iusacell (see Note 4). Financial information for Information Services 
excludes the effects of Verizon Information Services Canada (see Note 4). 

Corporate, eliminations and other includes unallocated corporate expenses, intersegment eliminations recorded in consolidation, the 
results of other businesses such as lease financing, and asset impairments and expenses that are not allocated in assessing segment 
performance due to their non-recurring nature. 

We generally account for intersegment sales of products and services and asset transfers at current market prices. We are not 
dependent on any single customer. 

13 
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11. Employee Benefits 

We maintain noncontributory defined benefit pension plans for substantially all employees. In addition, we maintain postretirement 
health w e  and life insurance plans for our retirees and their dependents, which are both contributory and non-contributory and 
include a limit on the company’s share of cost for certain recent and future retirees. 

Net Periodic Cost 
The following tables summarize the benefit costs related to our pension and postretirement health care and life insurance plans: 

(Dollars in Millions) 
Pension Health Care and Life 

Three Months Ended September 30, 2004 2003 2004 2003 

Service cost $ 197 $ 191 $ 71 $ 39 
Interest cost 645 60 1 355 266 

Actuarial loss (gain), net 8 31 31 

Net periodic benefit (income) cost (179) (308) 413 237 

Termination benefits - - - - 

Settlement loss 33 13 1 - - 

Total cost 

Nine Months Ended September 30, 

$ (146) $ (177) $ 413 $ 237 

(Dollars in Millions) 
Pension Health Care and Life 

2504 2003 2004 2003 

Net periodic benefit (income) cost (444) (960) 1,325 716 

Termination benefits 4 319 2 3 

$ 352 $ (489) $ 1,327 $ 719 Total cost 

Employer Contributions 
In 2004, we expect to contribute $324 million to our qualified pension trusts, including $177 million for Telecomunicaciones de 
Puerto Rico, Inc. (TELPRI), $108 million to our other nonqualified pension plans and $1,149 million to our other postretirement 
benefit plans. During the three months ended September 30,2004, we contributed $47 million to our TELPRI plans and $130 million 
to our other qualified pension trusts, $21 million to our nonqualified pension plans and $312 million to our other postretirement 
benefit plans. During the nine months ended September 30,2004, we contributed $140 million to our TELPRI plans and $147 million 
to our other qualified pension trusts, $86 million to our nonqualified pension plans and $872 million to our other postretirement 
benefit plans. Federal legislation on pension funding relief was enacted on April 10, 2004. The legislation provides temporary funding 
relief for the 2004 and 2005 plan years, principally replacing the 30-year treasury rate with a higher corporate bond rate for 
determining current liability. The anticipated required qualified pension trust contributions disclosed in Verizon’s Annual Report on 
Form 10-K for the year ended December 3 1,2003 continue to be accurate. 

Medicare Drug Act 
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On December 8, 2003, the Medicare Prescription Drug, Improvement and Modernization Act of 2003 (Medicare Drug Act) was 
signed into law. The Medicare Drug Act introduces a prescription drug benefit under Medicare (Medicare Part D) as well as a federal 
subsidy to sponsors of retiree health care benefit plans that provide a benefit that is at least actuarially equivalent to Medicare Part D. 
We sponsor several postretirement health care plans that provide prescription drug benefits that are deemed actuarially equivalent to 
the Medicare Part D and elected to recognize the impact of the federal subsidy on our accumulated postretirement benefit obligation 
and net postretirement benefit costs in the fourth quarter of 2003. We anticipate the recognition of the Medicare Drug Act to 

14 



decrease our accumulated postretirement benefit obligation by $1,336 million and we anticipate our net postretirement benefit cost 
will be reduced by approximately $155 million ($155 million after-tax) in 2004. During the three and nine months ended September 
30,2004, the Medicare Drug Act has reduced our net postretirement benefit cost by $45 million and $1 17 million, respectively. 

Severance Benefits 
During the three and nine months ended September 30, 2004, we paid severance benefits of $73 million and $1,369 million, 
respectively. At September 30, 2004, we had a remaining severance liability of $885 million, which includes future contractual 
payments to employees separated as of September 30,2004. 

12. Guarantees of Operating Subsidiary Debt 

Verizon has guaranteed the following two obligations of indirect wholly owned operating subsidiaries: $480 million 7% debentures 
series B, due 2042 issued by Verizon New England Inc. and $300 million 7% debentures series F issued by Verizon South Inc. due 
2041. These guarantees are full and unconditional and would require Verizon to make scheduled payments immediately if either of 
the two subsidiaries failed to do so. Both of these securities were issued in denominations of $25 and were sold primarily to retail 
investors and are listed on the New York Stock Exchange. SEC rules permit us to include condensed consolidating financial 
information for these two subsidiaries in our periodic SEC reports rather than filing separate subsidiary periodic SEC reports. 

Below is the condensed consolidating financial information. Verizon New England and Verizon South are presented in separate 
columns. The column labeled Parent represents Verizon’s investments in all of its subsidiaries under the equity method and the Other 
column represents all other subsidiaries of Verizon on a combined basis. The Adjustments column reflects intercompany eliminations. 

Condensed Consolidating Statements of Income 
Three Months Ended September 30,2004 

(Dollars in  Millions) 
Verizon New Verizon 

Parent England South Other Adjustments Total 

Operating income (loss) 68 57 3,492 - 3,597 

Income before provision for income taxes, discontinued 
operations and cumulative effect of accounting change 1,757 36 42 2,458 (1,7 13) 2,580 

(80 1) - Income tax benefit (provision) 39 (10) 9 (839) 

Income before discontinued operations and cumulative effect 
of accounting change 1,796 26 51 1,619 (1,713) 1,779 

ax 

$ 26 $ 51 $ 1,636 $ (1,713) $ 1,796 I Net income $ 1,796 
~ 
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I Condensed Consolidating Statements of Income 

Nine Months Ended September 30,2004 

(Dollars in Millions) 
Verizon New Verizon 

Parent England South Other Adjustments Total 

Operating expenses 160 2,802 534 40,021 (261) 43,256 

Minority interest 

Income before provision for income taxes, discontinued 
operations and cumulative effect of accounting change 4,590 86 121 6,679 (4,667) 6,809 

Income tax benefit (provision) 202 (8) (21) (2,238) - (2,065) 

Income before discontinued operations and cumulative 
effect of accounting change 4,792 78 100 4,44 1 (4,6671 4,744 

- - 48 - 48 Income on discontinued operations, net of tax - 

$ 78 $ 100 $ 4,489 $ (4,667) $ 4,792 Net income $ 4,792 

Condensed Consolidating Statements of Income 
Three Months Ended September 30,2003 

(Dollars in Millions) 
Verizon New Verizon 

Parent England South Other Adjustments Total 

(70) 13,872 Operating expenses 21 914 186 12,821 

Income before provision for income taxes, discontinued 
operations and cumulative effect of accounting change 1,714 78 36 2,462 (1,746) 2,544 

(75 8 ) Income tax benefit (provision) 77 (28) (14) (793) - 

Income before discontinued operations and cumulative effect 
of accounting change 1,791 50 22 1,669 ( 1,746) 1,786 : 5 - 5 Income on discontinued operations, net of tax - - 

g chan 

Net income $ 1,791 $ 50 $ 22 $ 1,674 $ (1,746) $ 1,791 
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Condensed Consolidating Statements of Income 
Nine Months Ended September 30,2003 

Verizon New Verizon 
(Dollars in Millions) Parent England South Other Adjustments Total 

Operating revenues $ - $ 3,100 $ 710 $ 46,669 $ (209) $ 50,270 
Operating expenses 6 2,730 561 37,605 (209) 40,693 

370 149 9,064 - 9,577 
- 693 (4,295) 673 

Operating income (loss) (6) 
Equity in earnings (loss) of unconsolidated businesses 4,307 (32) 

- 169 - 159 Income (loss) from other unconsolidated businesses (10) - 
Other income and (expense), net 59 (3 1 1 (13) (22) 22 

(120) (47) (1,932) 10 (2,132) Interest expense (43) 
Minority interest - - - (1,132) - (1,132) 

Income before discontinued operations and cumulative effect 
of accounting change 4,535 117 63 4,523 (4,307) 4,93 1 

Net income 

Condensed Consolidating Balance Sheets 
At September 30,2004 

(Dollars in Millions) 
Verizon New Veriwn 

Parent England South Other Adjustments Total 

Other current assets 7,163 207 167 5,984 (7,301) 6,220 

Total current assets 7,164 1,216 329 17,296 (8,264) 17,741 
Plant, property and equipment, net 1 6,480 1,217 65,788 - 73,486 
Investments in  unconsolidated businesses 30,246 116 - 9,124 (33,497) 5,989 
Other assets 359 498 374 64,680 (230) 65,681 

Total assets $ 37,770 $ 8,310 $ 1,920 $ 156,888 $ (41,991) $ 162,897 

Debt matu 
Other curr 

~~~~ 

Total current liabilities 2,417 1,393 183 27,395 (8,264) 23,124 

Total shareowners’ investment 35,174 1,345 332 31,820 (33,497) 35,174 

Total liabilities and shareowners’ inve 897 

17 



VERIZON COMMUNICATIO RR Donnelley ProFile gC?'fB' 2KpP'PD'CHMkozlnOcm OO-NOV-~W 1528 EST 97432TX18 6" 
FORM 10-Q NYM CLN HTMESS OC 

Condensed Consolidating Balance Sheets 
At December 31,2003 

(Dollars in Millions) 

Page 1 of 2 

Verizon New Verizon 
Parent England South Other Adjustments Total 

Cash $ - $ - $  - $  6 6 9 $  - $  669 

Accounts receivable, net 3 1,117 162 10,373 (1,801). 9,854 
Short-temi investments - 200 40 1,932 - 2,172 

Other current assets 5,201 380 192 5,756 (5,329) 6,200 

Total current assets 5,204 1,697 394 18,730 (7,130) 18,895 
Plant, property and equipment, net 1 6,751 1,280 67,270 - 75,302 
Investments in unconsolidated businesses 30,869 117 - 6,354 (31,551) 5,789 
Other assets 152 610 385 64,845 (10) 65,982 

Total assets $ 36,226 $ 9,175 $ 2,059 $ 157,199 $ (38,691) $ 165,968 

Total current liabilities 2,514 2,252 301 28,643 (7,130) 26,580 

Total shareowners' investment 33,466 1,550 365 29,636 (31,551) 33,466 

Total liabilities and shareowners' investment $ 36,226 $ 9,175 $ 2,059 $ 157,199 $ (38,691) $ 165,968 

Condensed Consolidating Statements of Cash Flows 
Nine Months Ended September 30,2004 

(Dollars in Millions) 
Verizon New Verizon 

Parent England South Other Adjustments Total 

Net cash from operating activities $ 5,071 $ 734 $ 191 $ 14,403 $ (4,905) $ 15,494 
Net cash from investing activities - (284) (58) (7,476) (7) (7,825) 
Net cash from financing activities (5,071) (450) (133) (6,980) 4,912 (7,722) 

Net decrease in cash $ -  $ -  $ -  

Condensed Consolidating Statements of Cash Flows 
Nine Months Ended September 30,2003 

(Dollars in Millions) 
Verizon New Verizon 

Parent England South Other Adjustments Total 

Net cash from operating activities $ 7,442 $ 995 $ 209 $ 14,383 $ (6,773) $ 16,256 

Net decrease in cash $ -  $ - $ - $ (693) $ - $ (693) 

13. Recent Accounting Pronouncements 

Impairment Testing of Domestic Wireless Licenses 
On September 29, 2004, the staff of the SEC issued a Staff Announcement, "Use of the Residual Method to Value Acquired Assets 
Other Than Goodwill." The Staff Announcement requires SEC registrants to adopt a direct value method of assigning value to 



II I 11ll11 I I II 1111 lllll~[~~[~jJ II I 1111 111 II 1111 111 
VERIZON COMMUNICATIO RR Donnelley Profile EKE” xP-Po’tHMkozlnOcm 08-Nov-2004 1598 EST 97432TX18 6* 

NYM CLN HTMESS OC FORM 10-Q 
Page 2 of 2 

I intangible assets acquired in a business combination under SFAS No. 141, “Business Combinations,” effective for all acquisitions 
completed after September 29,2004. Further, all intangible assets valued under the residual method prior to this adoption are required 
to be tested for impairment using a direct value method no later than the beginning of 2005. Any impairment of intangible assets 
recognized upon application of a I 
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direct value method by entities previously applying the residual method should be reported as a cumulative effect of a change in 
accounting principle. Under this Staff Announcement, the reclassification of recorded balances between goodwill and intangible 
assets prior to the adoption of this Staff Announcement is prohibited. Verizon is currently evaluating the provisions of this Staff 
Announcement to determine the impact of adopting a direct value method, if any, on its results of operations and financial position. 

Contingently Convertible Debt 
In September 2004, the Emerging Issues Task Force (EITF) of the Financial Accounting Standards Board reached a conclusion in 
EITF Issue No. 04-8 pertaining to including contingently convertible debt in fully diluted earnings per share. Verizon's zero-coupon 
convertible notes, which are convertible into Verizon common stock, will be included in current and prior periods' fully diluted 
earnings per share calculation. Verizon anticipates the impact of adopting EITF Issue No. 04-8, effective year-end 2004, will be a 
reduction of earnings per diluted share of approximately 2 cents in prior years and 1 cent in 2004 and future years. 

14. Commitments and Contingencies 

Several state and federal regulatory proceedings may require our telephone operations to pay penalties or to refund to customers a 
portion of the revenues collected in the current and prior periods. There are also various legal actions pending to which we are a party 
and claims which, if asserted, may lead to other legal actions. We have established reserves for specific liabilities in connection with 
regulatory and legal actions, including environmental matters, that we currently deem to be probable and estimable. We do not expect 
that the ultimate resolution of pending regulatory and legal matters in future periods, including the Hicksville matters described 
below, will have a material effect on our financial condition, but it could have a material effect on our results of operations. 

During 2003, under a government-approved plan, remediation at the site of a former facility in Hicksville, New York that processed 
nuclear fuel rods in the 1950s and 1960s commenced. Remediation beyond original expectations proved to be necessary and a 
reassessment of the anticipated remediation costs was conducted. In addition, a reassessment of costs related to remediation efforts at 
several other former facilities was undertaken. As a result, an additional environmental remediation expense of $240 million was 
recorded in the fourth quarter of 2003. We expect overall remediation efforts, including soil and ground water remediation and 
property costs, to take place over the next several years, and our cost estimates may be revised as remediation continues. 

There are also litigation matters associated with the Hicksville site primarily involving personal injury claims in connection with 
alleged emissions arising from operations in the 1950s and 1960s at the Hicksville site. These matters are pending before the court. 

Under the terms of an investment agreement, Vodafone Group Plc (Vodafone) may require Verizon Wireless to purchase up to an 
aggregate of $20 billion worth of Vodafone's interest in Verizon Wireless at designated times at its then fair market value. In the 
event Vodafone exercises its put rights, we have the right, exercisable at our sole discretion, to purchase up to $12.5 billion of 
Vodafone's interest instead of Verizon Wireless for cash or Verizon stock at our option. Vodafone had the right to require the 
purchase of up to $10 billion during a 61-day period opening on June 10 and closing on August 9 in 2004, and did not exercise that 
right. As a result, Vodafone still has the right to require the purchase of up to $20 billion worth of its interest, not to exceed $10 
billion in any one year, during a 61-day period opening on June 10 and closing on August 9 in 2005 through 2007. Vodafone also 
may require that Verizon Wireless pay for up to $7.5 billion of the required repurchase through the assumption or incurrence of debt. 

15. Subsequent Events 

On November 4,2004, we announced the signing of a definitive agreement with NextWave Telecom Inc. (NextWave) to purchase all 
of NextWave's remaining personal communications services spectrum licenses in 23 markets for $3,000 million. The 10 MHz and 20 
MIiz licenses, in the 1.9 GHz personal communications services frequency range, cover a population of 73 million people and will be 
used to expand Verizon Wireless's network capacity in 22 key existing markets, including New York, Boston, Washington, D.C. and 
Los Angeles, as well as to expand into Tulsa, Oklahoma. The transaction is subject to approval by the U.S. Bankruptcy Court and the 
FCC as well as antitrust regulatory review and is expected to close by mid-2005. 

We announced on July 8,2004 that we had won an auction for a spectrum license covering the New York metropolitan area held by 
NextWave. The transaction closed on October 29, 2004. Under the terms of the purchase agreement, we paid $930 million for the 
license, $186 million of which was paid as a deposit in the third quarter of 2004. 
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I Item 2. Management’s Discussion and Analysis of Results of Operations and Financial Condition 

Verizon Communications is one of the world’s leading providers of communications services. Verizon companies operate in four 
strategic business units: Domestic Telecom, which provides wireline telecommunications services in 29 states and the District of 
Columbia, long distance across the United States and other communications services; Domestic Wireless, a leading nationwide 
wireless voice and data service provider with more than 42 million customers; Information Services, which operates directory 
publishing businesses and provides electronic commerce services; and International, which includes wireline and wireless 
communications operations and investments, primarily in the Americas and Europe. Stressing diversity and commitment to the 
communities in which we operate, Verizon has a highly diverse workforce of approximately 208,000 employees. 

The sections that follow provide information about the important aspects of our operations and investments, both at the consolidated 
and segment levels, and include discussions of our results of operations, financial position and sources and uses of cash. In addition, 
we have highlighted key trends and uncertainties to the extent practicable. The content and organization of the financial and non- 
financial data presented in these sections are consistent with information used by our chief operating decision makers for, among 
other purposes, evaluating performance and allocating resources. We also monitor several key economic indicators as well as the state 
of the economy in general, primarily in the United States where the majority of our operations are located, in evaluating our operating 
results and analyzing and understanding business trends. While most key economic indicators, including gross domestic product, 
impact our operations to some degree, we have noted higher correlations to housing starts, non-farm employment, personal 
consumption expenditures and capital spending, as well as more general economic indicators such as inflation and unemployment 
rates. 

Our results of operations, financial position and sources and uses of cash in the current and future periods reflect Verizon 
management’s focus on the following four key areas: 

Revenue Growth - Our emphasis is on revenue transformation, devoting more resources from traditional services, where we have 
been experiencing access line losses, to the higher growth markets such as wireless, digital subscriber lines (DSL), long distance and 
other data services as well as expanded services to enterprise markets. In the third quarter of 2004, revenues from these growth areas 
increased by 21% compared to the third quarter of 2003 and represent 55% of our total revenues, up from 49% of total revenues in the 
third quarter of 2003. Verizon reported consolidated revenue growth of 6.7% in the third quarter of 2004 compared to the third 
quarter of 2003, led by 23.0% higher revenue at Domestic Wireless. Verizon added 1.7 million wireless customers, 309,000 DSL 
lines, 525,000 long distance lines and more than 700 Enterprise Advance sales in the third quarter of 2004. 

Operational Efficiency - While focusing resources on growth markets, we are continually challenging our management team to lower 
expenses, particularly through technology-assisted productivity improvements. The effect of these and other efforts, such as 2003’s 
labor agreements and voluntary separation plans, has been to significantly change the company’s cost structure. Verizon now has 
significantly lower workforce levels, which will provide ongoing expense benefits. Domestic Telecom’s salary and wage expenses 
declined by more than $200 million in the current quarter compared to the third quarter of 2003 as a result of last year’s voluntary 
separation plans. 

Capital Allocation - Capital spending has been, and will continue to be directed toward growth markets. High-speed wireless data 
(EV-DO), replacement of copper lines with fiber optics to the home, as well as voice over the Internet (VoIP) and expanded services 
to enterprise markets are examples of areas of capital spending in support of these growth markets. 

Cash Flow Generation - The financial statements reflect the emphasis of management on not only directing resources to growth 
markets, but also using cash provided by our operating and investing activities for the repayment of debt in addition to providing a 
stable dividend to our shareowners. 

Supporting these key focus areas are continuing initiatives to more effectively package and add more value to our products and 
services. At Domestic Telecom, earlier this year we introduced Voicewing, Verizon’s nationwide VoIP service that allows customers 
with DSL or cable-modem broadband service to make telephone calls and utilize advanced service features through an Internet 
connection rather than the traditional telephone network. In addition, Verizon announced a deployment expansion of FiOS, its fiber 
optics to the home product, to parts of six states: i 

I 
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Delaware, Maryland, Massachusetts, New York, Pennsylvania and Virginia. Verizon is on target to pass one million homes and 
businesses in nine states with fiber optic technology by the end of this year and begin marketing video services on the FiOS network 
in 2005. In 2004, we have also begun expanding our bundles to include video in the retail bundle through an agreement with 
DIRECTV and have added iobi call management services. Innovative product bundles include local wireline services, long distance, 
wireless and DSL for consumer and general business retail customers. In our enterprise markets, we are expanding our presence 
having completed the build-out of our nationwide network and by expanding our portfolio of advanced data services. These efforts 
will also help counter the effects of competition and technology substitution that have resulted in access line losses that have 
contributed to declining Domestic Telecom revenues over the past several years. 

At Domestic Wireless, we will continue to execute on the fundamentals of our network superiority and value proposition to deliver 
growth for the business. In addition, we have expanded the areas where we are offering BroadbandAccess, our EV-DO service, to 
currently include 14 major metropolitan areas and 24 airports. Among other cities, BroadbandAccess is now available in New York 
City, Los Angeles, Atlanta, Baltimore, Philadelphia and Miami. 

In this section, we discuss our overall results of operations and highlight special and non-recurring items. In the following section, we 
review the performance of our four reportable segments. We exclude the effects of the special and non-recurring items from the 
segments’ results of operations since management does not consider them in assessing segment performance, due primarily to their 
non-recurring and/or non-operational nature. We believe that this presentation will assist readers in better understanding our results of 
operations and trends from period to period. This section on consolidated results of operations carries forward the segment results, 
which exclude the special and non-recurring items, and highlights and describes those items separately to ensure consistency of 
presentation in this section and the “Segment Results of Operations” section. 

1 Consolidated Revenues 

Three Months Ended Nine Months Ended 
September 30, September 30, 

(Dollars in Millions) 2004 u)o3 %Change XI04 2003 %Change 

Consolidated Revenues $ 18,206 $ 17,063 6.7 $ 53,020 $ 50,270 5.5 

Consolidated revenues in the third quarter of 2004 were higher by $1,143 million, or 6.7% and $2,750 million, or 5.5% for the nine 
months ended September 30,2004 compared to the similar periods in 2003. These increases were primarily the result of significantly 
higher revenues at Domestic Wireless, partially offset by lower revenues at Domestic Telecom. 

Domestic Wireless’s revenues increased by $1,369 million, or 23.0% in the third quarter of 2004 and $3,815 million, or 23.1% for the 
nine months ended September 30, 2004 compared to the similar periods in 2003. These increases were primarily due to a 16.9% 
increase in customers as of September 30, 2004 compared to September 30, 2003 as well as an increase in average service revenue 
per customer (ARPU). ARPU increased by 3.1% to $51.58 in the third quarter of 2004 and by 2.7% to $50.18 for the nine months 
ended September 30, 2004 compared to the similar periods in 2003, primarily due to higher access price plan offerings as well as an 
increase in data revenues per customer, partially offset by decreased roaming revenue due to bundled pricing. Increases in handsets 
sold and increased equipment upgrades also drove increases in equipment and other revenue in the 2004 periods. 

Revenues at Domestic Telecom declined during the third quarter of 2004 by $204 million, or 2.1% and $814 million, or 2.7% for the 
nine months ended September 30, 2004 compared to the similar periods in 2003 primarily due to lower revenues from local and 
network access services, partially offset by higher long distance revenues. The local service revenue declines of $197 million in the 
third quarter of 2004 and $664 million for the nine months ended September 30,2004 compared to the similar periods in 2003 were 
mainly due to lower demand and usage of our basic local exchange and accompanying services, as reflected by a 4.4% decline in 
switched access lines in service from September 30,2003, driven by the effects of competition, regulatory pricing rules for unbundled 
network 
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elements (UNEs) and technology substitution. Network access services revenues declined by $67 million in the third quarter of 2004 
and by $475 million for the nine months ended September 30, 2004 compared to the similar periods in 2003 principally due to 
decreasing switched minutes of use (MOUs) and access lines, as well as mandated price reductions associated with federal and state 
price cap filings and other regulatory decisions, partially offset by higher customer demand for high capacity and digital data services. 
Long distance service revenues increased $87 million in the third quarter of 2004 and $336 million for the nine months ended 
September 30, 2004 compared to the similar periods in 2003, principally as a result of customer growth from our interLATA long 
distance services. We added 525,000 long distance lines in the third quarter of 2004 and 1,995,000 long distance lines in the nine 
months ended September 30, 2004, for a total of 17.3 million long distance lines nationwide, representing a 16.6% increase in long 
distance lines from September 30,2003. 

I Consolidated Operating Expenses 

(Dollars in Millions) 

Three Months Ended Nine Months Ended 
September 30, September 30, 

2004 2003 %Change 2004 2003 %Change 

15,807 14,823 

Total Operating Expenses $ 14,609 $ 13,872 5.3 $ 43,256 $ 40,693 6.3 

Cost of Services and Sales 
Consolidated cost of services and sales in the third quarter of 2004 were higher by $288 million, or 5.0% and $1,255 million, or 7.9% 
for the nine months ended September 30,2004 compared to the similar periods in 2003. These increases were driven by increases in 
pension and other postretirement benefit costs and higher costs associated with our growth businesses, including wireless, long 
distance and DSL. 

As of December 31,2003, we changed key employee benefit plan assumptions in response to conditions in the securities markets. In 
addition, as a result of extending and increasing limits (caps) on company payments toward retiree health care costs in connection 
with the union contracts ratified in the fourth quarter of 2003, we began recording health care costs as if there were no caps in the 
fourth quarter of 2003 relative to these union contracts. The impact of these assumption changes and lower than expected actual asset 
returns resulted in net pension and other postretirement benefit expense (primarily in cost of services and sales) of $185 million in the 
third quarter of 2004 and $727 million for the nine months ended September 30, 2004 compared to pension income, net of other 
postretirement benefit expense of $83 million and $233 million in the third quarter and nine months ended September 30, 2003, 
respectively. 

Higher costs were also driven by our growth businesses including wireless, long distance and DSL. Increases in wireless customers 
and higher usage per customer increased MOUs on the wireless network and resulted in higher wireless network costs in the current 
year periods. Cost of wireless handsets and other equipment sales were 30.8% higher in the third quarter of 2004 and 25.3% higher 
for the nine months ended September 30, 2004 compared to similar periods in 2003, driven by an increase in handsets sold, due to 
higher gross activations and an increase in equipment upgrades. In addition, year-to-date comparisons were affected by the prior year 
reduction in operating expenses of $122 million for insurance recoveries related to the terrorist attacks on September 11, 2001. 

These cost increases were partially offset in both 2004 periods by the effect of work force reductions of approximately 11,700 
employees, or 5.3% over the past year, principally in connection with a voluntary separation plan announced in the fourth quarter of 
2003, and lower Domestic Wireless roaming, local interconnection and long distance rates. In addition, both 2004 periods were 
impacted by lower interconnection expense and the effect of prior year contingency costs in connection with labor negotiations and 
other costs in 2003 at Domestic Telecom. 

Selling, General and Administrative Expense 
Consolidated selling, general and administrative expense in the third quarter of 2004 was $241 million, or 4.9% higher and $984 
million, or 6.6% higher for the nine months ended September 30, 2004 compared to the similar periods in 2003. During the third 
quarter of 2004, special charges declined by $98 million, partially offset by higher costs at Domestic Wireless and Domestic Telecom 
compared to the third quarter of 2003. For the nine months ended September 30, 2004, higher costs at Domestic Wireless, Domestic 
Telecom and corporate were partially offset by a $324 million decline in special charges compared to the similar period in 2003. 
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Higher selling, general and administrative expense at Domestic Wireless and Domestic Telecom in the quarter and nine months ended 
September 30, 2004, and corporate expense in the nine months ended September 30, 2004, was driven by increases in salary and 
benefits expense as a result of an increase in the number of employees, principally in the customer care and sales functions, and 
higher sales commissions related to the increase in gross customer additions and customer renewals in the current year periods at 
Domestic Wireless and increases in pension and benefits expenses. Also contributing to the increases were higher advertising and 
promotion expenses and professional and general costs. These cost increases were partially offset in both periods by the effect of 
work force reductions and in the quarterly period by lower property and gross receipts taxes. 

Special charges recorded during the third quarter of 2004 and the nine months ended September 30,2004 included $33 million and 
$792 million, respectively, related to pension settlement losses incurred in connection with the voluntary separation of approximately 
21,000 employees in the fourth quarter of 2003 who received lump-sum distributions during the current year periods. During the third 
quarter of 2003 and nine months ended September 30, 2003 we recorded special charges of $131 million and $828 million, 
respectively, in connection with enhanced pension benefits granted to employees retiring in the first half of 2003, estimated costs 
associated with the July 10, 2003 Verizon New York arbitration ruling, pension settlement losses related to lump-sum pay-outs in 
XUXkmd employee severance costs and severance-related activities in connection with the voluntary separation of approximately 
4,000 employees. 

Special charges in the nine months ended September 30, 2004 also include an expense credit of $204 million resulting from the 
favorable resolution of pre-bankruptcy amounts due from MCI, Inc., partially offset by a charge of $1 13 million related to operating 
asset losses. During the nine months ended September 30, 2003, we recorded other pretax charges of $197 million related to our 
leasing operations and other charges. 

Depreciation and Amortization Expense 
Consolidated depreciation and amortization expense in the third quarter of 2004 was higher by $67 million, or 2.0% and $183 million, 
or 1.8% for the nine months ended September 30, 2004 compared to the similar periods in 2003. These increases were primarily due 
to increased depreciation expense related to the increase in depreciable assets, partially offset by lower Domestic Telecom 
depreciation rates. 

Sales of Businesses, Net 
During the third quarter of 2003, we recorded a net pretax gain of $141 million primarily related to the sale of our directory 
publication operations in Austria, the Czech Republic, Gibraltar, Hungary, Poland and Slovakia. 

I Other Consolidated Results 
Equity in Earnings of Unconsolidated Businesses 
Equity in earnings of unconsolidated businesses decreased by $134 million, or 37.4% in the third quarter of 2004 and $38 million, or 
5.6% for the nine months ended September 30, 2004 compared to the similar periods in 2003. These decreases primarily resulted 
from additional Italian tax benefits in 2003 from a reorganization at our Italian investment, Vodafone Omnitel N.V. (Vodafone 
Omnitel), partially offset by favorable foreign currency impacts from the euro on that investment and continued operational growth. 

Income From Other Unconsolidated Businesses 
Income from other unconsolidated businesses decreased by $78 million, or 97.5% in the third quarter of 2004 and $85 million, or 
53.5% in the nine months ended September 30, 2004 compared to the similar periods in 2003. The decrease in the third quarter of 
2004 compared to the similar period of 2003 was primarily due to the sales of shares of investments, including Taiwan Cellular 
Corporation (TCC) and TelecomAsia Corporation Public Company Limited (TelecomAsia) in the 2003 period. The decrease for the 
first nine months of 2004 was primarily driven by the sales of shares of investments in the 2003 period, partially offset by a pretax 
gain of $43 million recorded in connection with the sale of our investment in Iowa Telecom preferred stock and TCC share sales in 
the first quarter of 2004. 
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Other Income and (Expense), Net 

(Dollars in Millions) 

Three Months Ended Nine Months Ended 
September 30, September 30, 

2003 %Change 2004 2003 %Change 2004 

Interest income $ 18 $ 11 63.6% $ 86 $ 77 11.7% 
Foreign exchange gains (losses), net 17 3 nm (20) (5) nm 
Other, net (19) (4) nm (86) (50) 72.0 

Total 

nm - Not meaningful 

$ 16 $ 10 60.0 $ (20) $ 22 nm 

The change in other income and expense, net for the third quarter of 2004 compared to the similar period in 2003 was primarily 
driven by favorable changes in foreign exchange rates and higher interest income. For the nine months ended September 30,2004, we 
recorded increased foreign exchange losses and higher other, net expenses. Other, net in the nine months ended September 30, 2004 
and 2003 includes expenses of $55 million and $61 million, respectively, related to the early retirement of debt. 

Interest Expense 

Three Months Ended 

(Dollars in Millions) 2004 2003 %Change 2004 2003 %Change 

Nine Months Ended 
September 30, September 30, 

Interest expense $ 577 $ 685 (15.8)% $ 1,809 $ 2,132 (15.2)% 
Capitalized interest costs 40 29 37.4, I15 97 18.6 

~~ 

Total interest costs on debt balances $ 617 $ 714 (13.6) $ 1,924 $ 2,229 (13.7) 

The decreases in interest expense costs for the third quarter of 2004 and nine months ended September 30,2004 were primarily due to 
lower average debt levels by $5,958 million and $6,848 million, respectively, compared to the similar periods in 2003. 

Minority Interest 

(Dollars in Millions) 

Three Months Ended Nine Months Ended 
September 30, September 30, 

2004 2003 %Change 2004 2003 %Change 

Minority interest $ 682 $ 410 66.3% $ 1,835 $ 1,132 62.1% 

The increases in minority interest expense for the third quarter of 2004 and nine months ended September 30, 2004 compared to the 
similar periods in 2003 were primarily due to higher earnings at Verizon Wireless, which has a significant minority interest 
attributable to Vodafone Group PIC (Vodafone) and higher earnings at Telecomunicaciones dc Pucrto Rico, Inc. (TELPRI). 

Provision for Income Taxes 
Three Months Ended Kine Months Ended 

September 30, September 30, 
(Dollars in Millions) 2004 2003 %Change 2004 2003 %Change 

Provision for income taxes $ 801 $ 758 5.7% $ 2,065 $ 2,236 (7.6)% 
Effective income tax rate 31.0% 29.8% 30.3% 31.2% 

The effective income tax rate is the provision for income taxes as a percentage of income from continuing operations before the 
provision for income taxcs. Our effective income tax rate for the third quarter of 2004 was higher than the third quarter of 2003 due to 
lower foreign-related tax benefits, particularly associated with equity income from our investment in Vodafone Omnitel, and higher 
state taxes. Our effective income tax rate for the nine months ended September 30, 2004 was lower than the similar period in 2003 
due to tax benefits related to deferred tax balance adjustments and expense credits that are not taxable. In addition, we recorded a tax 
benefit resulting from an Internal Revenue Service audit settlement in the nine months ended September 30, 2001. Our effective 
income tax rate for the nine months ended September 30, 2003 was favorably impacted by tax benefits resulting from the reversal of a 
valuation allowance relating to investments. 
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Discontinued Operations 
Discontinued operations represent the results of operations of Verizon Information Services Canada Inc. for all periods presented in 
the unaudited condensed consolidated statements of income and Grupo Iusacell, S.A. de C.V. (Iusacell) prior to the sale of Iusacell in 
July 2003. During the third quarter of 2004, we announced our decision to sell Verizon Information Services Canada and, in 
accordance with Statement of Financial Accounting Standards (SFAS) No. 1 4 4  “Accounting for the Impairment or Disposal of Long- 
Lived Assets,” we have classified the results of operations of Verizon Information Services Canada as discontinued operations. In 
connection with our decision to sell our interest in Iusacell and a comparison of expected net sale proceeds to the net book value of 
our investment in Iusacell (including the foreign currency translation balance), we recorded a pretax loss of $957 million ($931 
million after-tax, or $.33 per diluted share) in the second quarter of 2003. 

Cumulative Effect of Accounting Change 
Directory Accounting Change 
During 2003, we changed our method for recognizing revenues and expenses in our directory business from the publication-date 
method to the amortization method. The publication-date method recognizes revenues and direct expenses when directories are 
published. Under the amortization method, revenues and direct expenses, primarily printing and distribution costs, are recognized 
over the life of the directory, which is usually 12 months. This accounting change affected the timing of the recognition of revenues 
and expenses. As required by generally accepted accounting principles, the directory accounting change was recorded effective 
January 1, 2003. The cumulative effect of the accounting change was a one-time charge of $2,697 million ($1,647 million after-tax, 
or $.59 per diluted share). 

Impact of SFAS No. 143 
We adopted the provisions of SFAS No. 143, “Accounting for Asset Retirement Obligations” on January 1, 2003. SFAS No. 143 
requires that companies recognize the fair value of a liability for asset retirement obligations in the period in which the obligations are 
incurred and capitalize that amount as part of the book value of the long-lived asset. We determined that Verizon does not have a 
material legal obligation to remove long-lived assets as described by this statement. However, prior to the adoption of SFAS No. 143, 
we included estimated removal costs in our group depreciation models. Consequently, in connection with the initial adoption of SFAS 
No. 143 we reversed accrued costs of removal in excess of salvage from our accumulated depreciation accounts for these assets. The 
adjustment was recorded as a cumulative effect of an accounting change, resulting in the recognition of a gain of $3,499 million 
($2,150 million after-tax, or $.77 per diluted share). 

We have four reportable segments, which we operate and manage as strategic business units and organize by products and services. 
Our segments are Domestic Telecom, Domestic Wireless, Information Services and International. Additional information about our 
segments can be found in Note 10 to the unaudited condensed consolidated financial statements. 

We measure and evaluate our reportable segments based on segment income. This segment income excludes unallocated corporate 
expenses and other adjustments arising during each period. The other adjustments include transactions that the chief operating 
decision makers exclude in assessing business unit performance due primarily to their non-recurring andor non-operational nature. 
Although such transactions are excluded from business segment results, they are included in reported consolidated earnings. We 
previously highlighted the more significant of these transactions in the “Consolidated Results of Operations” section. Gains and losses 
that are not individually significant are included in all segment results, since these items are included in the chief operating decision 
makers’ assessment of unit performance. These gains and losses are primarily contained in Information Services and International 
since they actively manage investment portfolios. 

1 Domestic Telecom J 
Domestic Telecom provides local telephone services, including voice and data transport, enhanced and custom calling features, 
network access, directory assistance, private lines and public telephones in 29 states and the District of Columbia. This segment also 
provides long distance services, customer premises equipment distribution, data solutions and systems integration, billing and 
collections, Internet access services and inventory management services. 
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Operating Revenues 
, 

Three Months Ended Nine Months Ended 
September 30, September 30, 

2004 2003 %Change 2004 2003 %Change (Dollars in Mdlions) 

, 
I Other services 905 932 2,629 2,640 

Local Services 
Local service revenues are earned by our telephone operations from the provision of local exchange, local private line, wire 
maintenance, voice messaging and value-added services. Value-added services are a family of services that expand the utilization of 
the network, including products such as Caller ID, Call Waiting and Return Call. The provision of local exchange services not only 
includes retail revenues but also includes local wholesale revenues from UNEs, interconnection revenues from competitive local 
exchange carriers (CLECs) and wireless carriers, and some data transport revenues. 

The local service revenue declines of $197 million, or 4.1 % in the third quarter of 2004 and $664 million, or 4.5% for the nine months 
ended September 30, 2004 compared to the similar periods in 2003 were mainly due to lower demand and usage of our basic local 
exchange and accompanying services, as reflected by a 4.4% decline in switched access lines in service from September 30, 2003. 
This revenue decline was mainly driven by the effects of competition, regulatory pricing rules for UNEs and technology substitution. 
Regulatory pricing rules for UNEs, which mandate lower prices for other carriers that use our facilities to provide local exchange 
services, are putting downward pressure on our revenues by shifting the mix of access lines from retail to wholesale. We added 
105,000 UNE platform lines in the third quarter of 2004 and 1,038,000 in the nine months ended September 30, 2004, bringing total 
UNE platform provisioned lines to 6.1 million at September 30, 2004 compared to 4.6 million at September 30, 2003. The reduced 
consumer marketing presence of our large competitors has resulted in less lines lost to UNE platforms, compared to prior periods. 
Technology substitution also affected local service revenue growth in the quarter and nine month periods, as indicated by declining 
demand for residential access lines of 4.8% at September 30, 2004 compared to September 30, 2003, as more customers substituted 
wireless services, broadband and other competitive alternatives for traditional landline services. At the same time, basic business 
access lines have declined 3.6% at September 30,2004 compared to September 30, 2003, primarily reflecting competition and a shift 
to high-speed, high-volume special access lines. 

We continue to seek opportunities to retain and win-back customers. Our Freedom service plans offer local services with various 
combinations of long distance, wireless and Internet access services in a discounted bundle available on one bill. Since January 2003, 
we have introduced our Freedom service plans in nearly all of our key markets. For small businesses, we have also introduced 
Verizon Freedom for Business in nine key markets, covering approximately 77% of business access lines. As of September 30,2004, 
approximately 53% of Verizon's residential customers have purchased local services in combination with either Verizon long 
distance or Verizon DSL, or both. 

Network Access Services 
Network access services revenues are earned from end-user customers and long distance and other competing carriers who use our 
local exchange facilities to provide usage services to their customers. Switched access revenues are derived from fixed and usage- 
based charges paid by carriers for access to our local network. Special access revenues originate from carriers and end-users that buy 
dedicated local exchange capacity to support their private networks. End-user access revenues are earned from our customers and 
from resellers who purchase dial-tone services. Further, network access revenues include our DSL services. 

Network access services revenues declined by $67 million, or 2.2% in the third quarter of 2004 and by $475 million, or 4.9% for the 
nine months ended September 30, 2004 compared to the similar periods in 2003. These declines were principally due to decreasing 
switched MOUs and access lines, as well as mandated price reductions associated with federal and state price cap filings and other 
regulatory decisions. Switched MOUs declined 5.8% in the third quarter of 2004 and 5.1% for the nine months ended September 30, 
2004, from the prior year periods, reflecting the impact of access line loss and wireless substitution. 

These factors were partially offset by higher customer demand for high capacity and digital data services that grew 11.5% in the third 
quarter of 2004 and 6.7% for the nine months ended September 30,2004 compared to the prior 
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year periods. Special access revenue growth reflects continuing demand in the business market for high-capacity, high-speed digital 
services, partially offset by lessening demand for older, low-speed data products and services. Voice-grade equivalents (switched 
access lines and data circuits) grew 2.7% at September 30, 2004 compared to September 30, 2003, as customers chose more high- 
capacity digital services. We added 934,000 new DSL lines in the nine months ended September 30, 2004, including 309,000 in the 
third quarter, for a total of 3.3 million lines at September 30,2004, representing a 53.7% increase from September 30,2003. 

The Federal Communications Commission (FCC) regulates the rates that we charge long distance carriers and end-user customers for 
interstate access services. See “Other Factors That May Affect Future Results - FCC Regulation and Interstate Rates” for additional 
information on FCC rulemakings concerning federal access rates, universal service and unbundling of network elements and 
broadband services. 

Long Distance Services 
Long distance service revenues include both intraLATA toll services and interLATA long distance voice services. 

Long distance service revenues increased $87 million, or 8.7% in the third quarter of 2004 and $336 million, or 12.1% for the nine 
months ended September 30, 2004 compared to the similar periods in 2003, principally as a result of customer growth from our 
interLATA long distance services. We added 525,000 long distance lines in the third quarter of 2004 and 1,995,000 long distance 
lines in the nine months ended September 30, 2004, for a total of 17.3 million long distance lines nationwide, representing a 16.6% 
increase in long distance lines from September 30,2003. The introduction of our Freedom service plans continues to stimulate growth 
in long distance services. In 2003, we received final FCC approval to offer long distance services in our remaining three jurisdictions 
and began offering long distance services throughout the United States, capping a seven-year effort. As of September 30, 2004, 
approximately 46% of our local wireline residential customers have chosen Verizon as their long distance carrier. 

Other Services 
Our other services include such services as billing and collections for long distance carriers, public (coin) telephone and customer 
premises equipment and supply sales. Other services revenues also include services provided by our non-regulated subsidiaries such 
as data solutions and systems integration businesses. 

Revenue increases resulting from higher sales of voice and data customer premises equipment services were more than offset by 
declines in business volumes related to billing and collection services, public telephone services, and the dissolution of non-strategic 
businesses. 

Operating Expenses 

(Dollars in Millions) 

Three Months Ended Nine Montbs Ended 
September 30, September 30, 

2004 2003 % Change 2004 2003 %Change 

Cost of services and sales $ 3,805 $ 3,879 (1.9)Yo $ 11,165 $ 10,815 3.2% 

$ 8,227 $ 8,244 (.2) $ 24,545 $ 24,064 2.0 

Cost ofservices and Sales 
Cost of services and sales includes the following costs directly attributable to a service or product: salaries and wages, benefits, 
materials and supplies, contracted services, network access and transport costs, customer provisioning costs, computer systems 
support and cost of products sold. Aggregate customer care costs, which include billing and service provisioning, are allocated 
between cost of services and sales and selling, general and administrative expense. 

Cost of services and sales declined by $74 million or 1.9% in the third quarter of 2004 and increased by $350 million, or 3.2% for the 
nine months ended September 30, 2004 compared to the similar periods in 2003. Both periods in 2004 were impacted by increased 
pension and other postretirement benefit costs. As of December 3 1,2003, Verizon evaluated key employee benefit plan assumptions 
in response to conditions in the securities markets. The expected rate of return on pension plan assets has been maintained at 8.50%. 
However, the discount rate assumption has been lowered from 6.75% in 2003 to 6.25% in 2004, consistent with interest rate levels at 
the end of 2003. Further, as a result of extending and increasing limits (caps) on company payments toward retiree health care costs in 
connection with the union contracts ratified in the fourth quarter of 2003, we began recording health care costs as if there were 
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no caps in the fourth quarter of 2003 relative to these union contracts. The overall impact of these assumption changes, combined 
with the impact of lower than expected actual asset returns over the past three years, resulted in net pension and other postretirement 
benefit expense (primarily in cost of services and sales) of $157 million in the third quarter of 2004 and $591 million for the nine 
months ended September 30, 2004, compared to pension income, net of other postretirement benefit expense of $118 million and 
$337 million in the third quarter and nine months ended September 30, 2003, respectively. Higher costs associated with our growth 
businesses such as long distance and DSL and annual wage increases also contributed to the increase in cost of services and sales in 
both periods. Further, both the quarter and year-to-date comparisons were affected by the prior year reduction to operating expenses 
(primarily cost of services and sales) of approximately $1 1 million in the third quarter of 2003 and $122 million year-to-date 2003 for 
insurance recoveries related to the terrorist attacks on September 11,2001. 

These expense increases were more than offset in the third quarter of 2004 and partially offset for the nine months ended September 
30, 2004 compared to the similar periods in 2003, by the effect of work force reductions of approximately 15,700 employees, or 
10.1% over the past year, principally in connection with a voluntary separation plan announced in the fourth quarter of 2003. In 
addition, both 2004 periods were impacted by lower interconnection expense as a result of our ongoing reviews of local 
interconnection expense charged by CLECs and settlements with carriers, including the MCI settlement recorded in the second 
quarter of 2004. Expense comparisons were also impacted by prior year contingency costs in connection with labor negotiations and 
other costs recorded in the third quarter of 2003. 

Selling, General and Administrative Expense 
Selling, general and administrative expense includes salaries and wages and benefits not directly attributable to a service or product, 
bad debt charges, taxes other than income, advertising and sales commission costs, customer billing, call center and information 
technology costs, professional service fees and rent for administrative space. 

Selling, general and administrative expense increased by $138 million, or 6.7% in the third quarter of 2004 and $377 million, or 6.0% 
for the nine months ended September 30, 2004 compared to the similar periods in 2003. In both 2004 periods, these increases include 
higher net pension and benefit costs as described above, additional other employee benefit costs and higher professional and general 
costs. These cost increases were partially offset in both periods by the effect of work force reductions and in the quarterly period by 
lower property and gross receipts taxes. The year-to-date 2004 period also included a gain on the sale of a small business unit earlier 
this year. 

Depreciation and Amortization Expense 
The decrease in depreciation and amortization expense of $8 1 million, or 3.5% in the third quarter of 2004 and $246 million, or 3.6% 
for the nine months ended September 30, 2004 compared to the similar periods in 2003, was mainly driven by lower rates of 
depreciation. 

Segment Income 

Three Months Ended Nine Months Ended 
September 30, September 30, 

(Dollars in Millions) 2004 2003 %Change 2004 2003 % Change 

Segment Income $ 642 $ 703 (8.7)s $ 2,022 $ 2,625 (23.0)% 

Segment income decreased by $61 million, or 8.7% in the third quarter of 2004 and by $603 million, or 23.0% for the nine months 
ended September 30,2004 compared to the similar periods in 2003, primarily as a result of the after-tax impact of operating revenues 
and operating expenses described above and favorable deferred tax balance adjustments in the current year periods. 

Special and non-recurring items not included in Domestic Telecom’s segment income totaled $20 million and $79 million for the 
quarter ended September 30,2004 and 2003, respectively. Special and non-recurring charges included in the third quarter of 2004 and 
2003 related to pension settlement losses for employees that received lump-sum distributions during those quarters under 2003 
voluntary separation plans. Special and non-recurring items totaling $428 million for the nine months ended September 30,2004 also 
included operating asset losses pertaining to our international long distance and data network, additional pension settlement losses for 
employees that received lump-sum distributions during the quarter under the prior year voluntary separation plan and costs associated 
with the early retirement of debt, partially offset by an expense credit resulting from the favorable resolution of pre-bankruptcy 
amounts due from MCI as well as a gain on the sale of an investment. Special and non-recurring items totaling $(1,491) million for 
the nine months ended September 30,2003 also included a net gain recorded in connection with 
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the adoption of SFAS No. 143, the directory accounting change and special costs associated with severance activity and other 
employee benefits. 

I Domestic Wireless I 
Our Domestic Wireless segment provides wireless voice and data services and equipment sales across the United States. This segment 
primarily represents the operations of the Verizon Wireless joint venture. 

Operating Revenues 

(Dollars in Millions) 

Nine Months Ended 
September 30, September 30, 

Three Months Ended 

2004 2003 %Change 2004 2003 %Change 

Wireless sales and services $ 7,311 $ 5,942 23.0% $ 20,320 $ 16,505 23.1% 

Domestic Wireless segment revenues increased by $1,369 million, or 23.0% in the third quarter of 2004 and $3,815 million, or 23.1% 
for the nine months endcd September 30, 2004 compared to the similar periods in 2003. Service revenue of $6,389 million for the 
third quarter of 2004 was S1,090 million, or 20.6% higher than the similar period in 2003. Service revenue of $17,933 million for the 
nine months endcd September 30, 2004 was $2,963 million, or 19.87~ higher than the similar period in 2003. These increases were 
primarily due to a 16.9% incrcase in  customers as of Septembcr 30, 2004 compared to September 30, 2003 as well as an increase in 
ARPU. Equipment and other revenue of $922 million increased by $279 million, or 43.4% in the third quarter of 2004 compared to 
the similar period in 2003. Equipment and other revenue of $2,387 million increased by $852 million, or 55.5% for the nine months 
ended September 30, 3004 compared to the similar period in 2003. These revenue increases were primarily attributable to increases in 
handsets sold of 3.5% in the third quarter of 2004 and 3 1 % for the nine months ended September 30, 2004 compared to similar periods 
in 2003, and increased equipment upgradcs. 

We ended the third quarter of 2004 with more than 42.1 million customers compared to 36.0 million customers at the end of the third 
quarter of 2003. Almost 1.7 million net customers were added during the third quartcr of 2004 compared to 1.4 million during the 
thud quarter of 2003. We added 4.6 million net customers during the nine months ended September 30, 2004 compared to 3.5 million 
during the similar period in 2003. Retail net additions accounted for approxin~ately 94% of the total net adds. The overall composition 
of our customer base as of September 30, 2004 was 92% retail postpaid, 4% retail prepaid and 4% resellers. As of September 30, 
2004, approximately 40.2 million, or 96% of our customers subscribe to digital service compared to 93% at September 30, 2003. In 
addition, our average monthly churn rate, the rate at which customers disconnect service, decreased to 1.5% in the third quarter of 
2004 and for the nine months ended September 30,2004 compared to 1.9% in the third quarter of 2003 and for the nine months ended 
September 30, 2003. Retail postpaid churn decreased to 1.3% in the third quarter of 2004 and for the nine months ended September 
30, 2004 compared to I .4% in thc third quarter of 2003 and 1.5% for the ninc months ended September 30, 2003. 

ARPU increased by 3.1 o/u to $5 I .58 in the third quarter of 2004 and by 2.7% to $50.18 for the nine months ended September 30,2004 
compared to similar periods in  2003, primarily due to higher access price plan offerings as well as an increase in data revenues per 
customer. Data revenues of $302 million increased by $182 million, or 152% in the third quarter of 2004 compared to the third 
quarter of 2003. For the nine months ended September 30, 2004, data revenues of $757 million increased by $478 million, or 171% 
compared to the similar period in 2003. These increases are the result of higher use of our messaging and other data services. For the 
third quarter of 2004, data revenue accounted for 4.7% of service revenue compared to 2.3% during the third quarter of 2003. These 
increases were partially offset by decreased roaming revenue due to bundled pricing. 

Operating Expenses 

(Dollars in Millions) 

Three Months Ended Nine Months Ended 
September 30, September 30, 

2004 2003 %Change 2004 2003 % Change 

$ 5,665 $ 4,818 17.6 $ 15,857 $ 13,526 17.2 

I 29 



VERIZON COMMUNICATIO RR Donnelley ProFile ;%P1 CHMgaetjOcrn 05-Nov-2004 16% EST 97432TX30 6* 
FORM 10-0. NYM CLN HTMESS OC 

Page 1 of 1 

Cost of Services and Sales 
Cost of services and sales, which are costs to operate the wireless network as well as the cost of roaming, long distance and 
equipment sales, increased by $392 million, or 22.9% for the third quarter of 2004 and $898 million, or 19.0% for the nine months 
ended September 30, 2004 compared to the similar periods in 2003. These increases were primarily due to higher cost of equipment 
sales, which were 30.8% higher in the third quarter of 2004 and 25.3% higher for the nine months ended September 30, 2004 
compared to similar periods in 2003. The cost of equipment sales increases were driven by an increase in handsets sold, due to higher 
gross activations and an increase in equipment upgrades for the third quarter and the nine months ended September 30, 2004 
compared to the similar periods in 2003. In addition, wireless network costs increased in the current year periods as a result of 
increased MOUs on the wireless network, partially offset by lower roaming, local interconnection and long distance rates. 

Selling. General and Administrative Expense 
Selling, general and administrative expenses increased by $308 million, or 14.6% in the third quarter of 2004 and $991 million, or 
16.7% for the nine months ended September 30,2004 compared to the similar periods in 2003. These increases were primarily due to 
higher salary and benefits expense of $180 million for the third quarter of 2004 and $553 million for the nine months ended 
September 30, 2004 compared to similar periods in 2003. The salary and benefits expense increases were primarily the result of 
higher salary and benefits costs and an increase in the number of employees, principally in the customer care and sales functions. 
Also contributing to the cost increases was a $27 million aggregate increase in sales commissions in our direct and indirect channels 
for the third quarter of 2004 and a $109 million increase for the nine months ended September 30, 2004 compared to similar periods 
in 2003, primarily related to the increase in gross customer additions and customer renewals in the current year periods. Advertising 
and promotion expenses increased by $20 million in the third quarter of 2004 and $88 million for the nine months ended September 
30, 2004 compared to similar periods in 2003. 

Depreciation and Amortization Expense 
Depreciation and amortization increased by $147 million, or 14.7% in the third quarter of 2004 and $442 million, or 15.4% for the 
nine months ended September 30, 2004 compared to similar periods in 2003. These increases were primarily due to increased 
depreciation expense related to the increase in depreciable assets. 

Segment Income 

(Dollars in Millions) 

Three Months Ended Nine Months Ended 
September 30, September 30, 

2004 2003 %Change u)04 2003 %Change 

Segment Income $ 478 $ 301 58.8% $ 1,249 $ 776 61.0% 

Segment income increased by $177 million, or 58.8% in the third quarter of 2004 and by $473 million, or 61.0% for the nine months 
ended September 30,2004 compared to the similar periods in 2003 primarily as a result of the after-tax impact of operating revenues 
and operating expenses described above, partially offset by an increase in minority interest. Increases in minority interest were 
principally due to the increased earnings of the Domestic Wireless segment, which has a significant minority interest attributable to 
Vodafone. 

1 Information Services 
Information Services’ multi-platform business comprises yellow pages directories, online directory and search services through 
SuperPages.com, and directory and information services on wireless telephones through SuperPages On the Go. This segment’s 
operations are principally in the United States and Latin America. 

On September 8, 2004, we announced the signing of a definitive agreement to sell our directory operations in Canada, Verizon 
Information Services Canada. We reclassified Verizon Information Services Canada in the current and prior years as discontinued 
operations in accordance with SFAS No. 144. Discontinued operations are excluded from Information Services’ segment income. 

Operating Revenues 

Three Months Ended Nine Months Ended 
September 30, September 30, 

(Dollars in Millions) 2004 2003 %Change 2004 2003 % Change 

Operating Revenues 
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Information Services' operating revenues decreased $39 million, or 4.2% in the third quarter of 2004 and $172 million, or 5.9% for 
the nine months ended September 30, 2004 compared to the similar periods in 2003. The decreases were due primarily to reduced 
domestic print advertising revenue and the elimination of revenue from the sale of European operations, which was completed in July 
2003. SuperPages.com continues to achieve strong growth, as demonstrated by a 25.2% increase in revenue and a 32.7% increase in 
searches in the third quarter of 2004 compared to the third quarter of 2003, and a 19.7% increase in revenue and a 46.9% increase in 
searches in the nine months ended September 30,2004 compared to the similar period in 2003. 

Operating Expenses 

(Dollars in Millions) 

Three Months Ended Nine Months Ended 
September 30, September 30, 

2004 2003 %Change 2004 2003 %Change 

992 1,002 

Sales of businesses, net - (141) (100.0) - (141) (100.0) 

$ 476 $ 355 34.1 $ 1,454 $ 1,357 7.1 

Cost of services and sales decreased $21 million, or 14.3% in the third quarter of 2004 and $41 million, or 9.4% for the nine months 
ended September 30, 2004 compared to the similar periods in 2003. For the third quarter of 2004, the decrease was due primarily to 
cost reductions. For the nine months ended September 30, 2004, the decrease was due primarily to cost reductions and reduced 
expenses related to the July 2003 sale of European operations. 

Selling, general and administrative expenses and depreciation and amortization expense were relatively consistent during the third 
quarter of 2004 and the nine months ended September 30, 2004 compared to the similar periods in 2003. For the nine months ended 
September 30, 2004, lower selling, general and administrative expense from cost reductions and reduced expenses related to the July 
2003 sale of European operations were largely offset by higher domestic pension and benefit costs. Sales of businesses, net primarily 
includes the July 2003 sale of directory businesses in Europe, which consisted of publishing operations in Austria, the Czech 
Republic, Gibraltar, Hungary, Poland and Slovakia. 

Segment Income 

(Dolfars in Millions) 

Three Months Ended Nine Months Ended 
September 30, September 30, 

2404 2003 %Change 2004 2003 %Change 

Segment Income $ 252 $ 355 (29.0)% $ 766 $ 923 (17.0)% 

Segment income decreased $103 million, or 29.0% in the third quarter of 2004, and $157 million, or 17.0% for the nine months ended 
September 30, 2004 compared to the similar periods in 2003. The decrease was primarily the result of the after-tax impact of the 
operating revenues and expense issues described above. Special and non-recurring items not included in Information Services' 
segment income for the nine months ended September 30, 2004 and 2003 totaled $7 million and $1,584 million, respectively. The 
special items included in the 2004 period were primarily related to pension settlement losses for employees who received lump-sum 
distributions under a prior year voluntiuy separation plan. The special items included in the 2003 period related to a loss recorded in 
connection with the directory accounting change and severance charges. 

I International 1 
Our International segment includes international wireline and wireless telecommunication operations and investments primarily in the 
Americas and Europe. Our consolidated international investments as of September 30,2004 included Verizon Dominicana, C. por A. 
(Verizon Dominicana) in the Dominican Republic, TELPRI in Puerto Rico and Micronesian Telecommunications Corporation in the 
Northern Mariana Islands. Either the cost or the equity method is applied to those investments in which we have less than a 
controlling interest. 

On June 13, 2003, we announced our decision to sell our 39.4% consolidated interest in Iusacell. In the second quarter of 2003, we 
reclassified our investment and the results of operations of Iusacell as discontinued operations. We sold our shares in Iusacell on July 
29, 2003. Discontinued operations are excluded from International's segment income. 
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Operating Revenues 

(Dollars in Millions) 

Three Months Ended Nine Months Ended 
September 30, September 30, 

2004 2003 %Change 2004 2003 %Change 

Operating Revenues $ 496 $ 446 11.2% $ 1,470 $ 1,472 (.l)% 

Revenues generated by our international businesses increased $50 million, or 11.2% in the third quarter of 2004 and decreased $2 
million, or .l% for the nine months ended September 30, 2004 compared to the similar periods in 2003. The third quarter increase is 
primarily due to operational growth at Verizon Dominicana and an adjustment to carrier access revenues at TELPRI in the 2003 
period, partially offset by declining foreign exchange rates in the Dominican Republic. The decrease for the nine months ended 
September 30, 2004 is primarily due to declining foreign exchange rates in the Dominican Republic offset by operational growth at 
Verizon Dominicana and an adjustment to camer access revenues at TELPRI in the 2003 period. 

Operating Expenses 

(Dollars in Millions) 

Three Months Ended Nine Months Ended 
September 30, September 30, 

2004 2003 %Change 2004 2003 %Change 

Cost of services and sales $ 153 $ 144 6.3% $ 456 $ 422 8.1% 

Depreciation and amortization expense 80 80 - 
Selling, general and administrative expense 136 222 (38.7) 35 1 573 (38.7) 

237 252 (6.0) 

$ 369 $ 446 (17.3) $ 1,044 $ 1,247 (16.3) 

Cost of Services and Sales 
Cost of services and sales increased $9 million, or 6.3% in the third quarter of 2004 and $34 million, or 8.1% in the nine months 
ended September 30,2004 compared to the similar periods in 2003. These increases primarily reflect higher variable costs at Verizon 
Dominicana partially offset by the decline of the Dominican Republic's foreign exchange rates. 

Selling, General and Administrative Expense 
Selling, general and administrative expense decreased $86 million, or 38.7% in the third quarter of 2004 and $222 million, or 38.7% 
in the nine months ended September 30, 2004 compared to the similar periods in 2003. The third quarter 2004 decrease is primarily 
due to a third quarter 2003 TELPRI charge recorded as a result of an adverse Puerto Rico Circuit Court of Appeals ruling on intra- 
island long distance access rates. The decrease for the nine months ended September 30,2004 reflects the third quarter 2003 TELPRI 
charge as well as the favorable resolution to the TELPRI charge in the second quarter of 2004 and declining foreign exchange rates in 
the Dominican Republic. 

Depreciation and Amortization Expense 
Depreciation and amortization expense decreased $15 million, or 6% for the nine months ended September 30, 2004 compared to the 
similar period in 2003 primarily due to declining foreign exchange rates in the Dominican Republic. 

Segment Income 

Three Months Ended Nine Months Ended 
September 30, September 30, 

(Dollars in Millions) 2004 2003 %Change 2004 2003 %Change 

Segment income decreased by $152 million, or 32.3% in the third quarter of 2004 and $164 million, or 15.6% for the nine months 
ended September 30, 2004 compared to the similar periods in 2003. The decreases are primarily the result of the decreases in equity 
in earnings of unconsolidated businesses and income from other unconsolidated businesses partially offset by Verizon's share (after 
minority interest) of the after-tax impact of operating revenues and operating expenses described above. 

Equity in earnings of unconsolidated businesses decreased by $159 million in the third quarter of 2004 and $63 million for the nine 
months ended September 30,2004 compared to the similar periods in 2003. These decreases primarily resulted from additional Italian 
tax benefits in 2003 from a reorganization at our Italian investment, Vodafone Omnitel, partially offset by favorable foreign currency 
impacts from the euro on that investment and continued operational growth. 

~ 
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Income from other unconsolidated businesses decreased by $78 million in the third quarter of 2004 and decreased $138 million for 
the nine months ended September 30, 2004 compared to the similar periods in 2003. These decreases are primarily related to 2003 
sales of our interest in TCC and TelecomAsia. 

The special and non-recurring item not included in International’s segment income of $2 million for the nine months ended 
September 30,2004 related to pension settlement losses for employees that received lump-sum distributions during the fust quarter of 
2004 under a voluntary separation plan. Special and non-recurring items not included in International’s segment income totaled $900 
million for the nine months ended September 30,2003, primarily related to a loss on our investment in Iusacell. 

I Severance, Pension and Benefit Charges 
During the third quarter of 2004 and the nine months ended September 30,2004, we recorded pretax pension settlement losses of $33 
million ($20 million after-tax, or $.01 per diluted share) and $792 million ($485 million after-tax, or $.17 per diluted share), 
respectively. These settlement losses related to employees that received lump-sum distributions during 2004 in connection with the 
previously announced voluntary separation plan under which more than 21,000 employees accepted the separation offer in the fourth 
quarter of 2003. These charges were recorded in accordance with SFAS No. 88, “Employers’ Accounting for Settlements and 
Curtailments of Defined Benefit Pension Plans and for Termination Benefits” which requires that settlement losses be recorded once 
prescribed payment thresholds have been reached. Verizon had previously estimated settlements related to the voluntary separation 
plan to total $700 million to $900 million, after taxes, mostly in the first quarter of 2004 although continuing throughout the year. Due 
to favorable offsets such as an improved return on pension plan assets and lower than expected lump-sum payouts, we now expect 
total after-tax charges associated with the voluntary separation plan will likely be less than the lower end of this range. 

During the third quarter of 2003, we recorded pretax pension settlement losses of $131 million ($81 million after-tax, or $.03 per 
diluted share) related to employees that received lump-sum distributions during the quarter in connection with previously announced 
employee separations. 

During the second quarter of 2003 we recorded a special charge of $463 million ($286 million after-tax, or $. 10 per diluted share) in 
connection with enhanced pension benefits granted to employees retiring in the first half of 2003, estimated costs associated with the 
July 10, 2003 Verizon New York arbitration ruling and pension settlement losses related to lump-sum pay-outs in 2003. On July 10, 
2003, an arbitrator ruled that Verizon New York’s termination of 2,300 employees in 2002 was not permitted under a union contract; 
similar cases were pending impacting an additional 1,100 employees. Verizon offered to reinstate all 3,400 impacted employees, and 
accordingly, recorded a charge in the second quarter of 2003 representing estimated payments to employees and other related 
company-paid costs. 

In addition, in the second quarter of 2003 we recorded a special charge of $235 million ($150 million after-tax, or $.05 per diluted 
share) primarily associated with employee severance costs and severance-related activities in connection with the voluntary 
separation of approximately 4,000 employees. 

\ Sale of Investment I 
During the first quarter of 2004, we sold all of our investment in Iowa Telecom preferred stock, which resulted in a pretax gain of $43 
million ($43 million after-tax, or $.02 per diluted share) included in Income From Other Unconsolidated Businesses in the unaudited 
condensed consolidated statements of income. The preferred stock was received in 2000 in connection with the sale of access lines in 
Iowa. 

I Discontinued Operations I 
During the second quarter of 2003, we announced our decision to sell our 39.4% consolidated interest in Iusacell into the tender offer 
launched by Movil Access, a Mexican company. Verizon tendered its shares shortly after the tender offer commenced, and the tender 
offer closed on July 29, 2003. In accordance with SFAS No. 144, we classified the results of operations of Iusacell as discontinued 
operations and in connection with a comparison of expected net sale proceeds to the net book value of our investment in Iusacell 
(including the foreign currency translation balance), we 
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recorded a pretax loss of $957 million ($931 million after-tax, or $.33 per diluted share) in the second quarter of 2003. 

I Other Special Items 1 
In the second quarter of 2004, we recorded an expense credit of $204 million ($123 million after-tax, or $.04 per diluted share) 
resulting from the favorable resolution of pre-bankruptcy amounts due from MCI. Previously reached settlement agreements became 
fully effective when MCI emerged from bankruptcy proceedings in the second quarter of 2004. 

Also during the second quarter of 2004, we recorded a charge of $113 million ($87 million after-tax, or $.03 per diluted share) related 
to operating asset losses pertaining to our international long distance and data network. In addition, we recorded pretax charges of $12 
million ($7 million after-tax, or less than $.01 per diluted share) during the second quarter in connection with the early retirement of 
debt. During the first quarter of 2004, we also recorded pretax charges of $43 million ($27 million after-tax, or $.01 per diluted share) 
resulting from the early retirement of debt. 

During the second quarter of 2003, we recorded other pretax charges of $258 million ($204 million after-tax, or $.07 per diluted 
share) primarily related to a pretax impairment charge of $125 million ($125 million after-tax, or $.04 per diluted share) pertaining to 
our leasing operations for airplanes leased to airlines that were experiencing financial difficulties and for power generating facilities. 
These second quarter 2003 charges also included pretax charges of $61 million ($38 million after-tax, or $.01 per diluted share) 
pertaining to the early retirement of debt and other pretax charges of $72 million ($41 million after-tax, or $.01 per diluted share). 

(Dollars in Millions) 
Nine Months Ended September 30, 

2004 2003 $Change 

Decrease in Cash and Cash Equivalents $ (53) $ (693) $ 640 

We use the net cash generated from our operations to fund network expansion and modernization, repay external financing, pay 
dividends and invest in new businesses. Additional external financing is utilized when necessary. While our current liabilities 
typically exceed current assets, our sources of funds, primarily from operations and, to the extent necessary, from readily available 
external financing arrangements, are sufficient to meet ongoing operating and investing requirements. We expect that capital spending 
requirements will continue to be financed primarily through internally generated funds. Additional debt or equity financing may be 
needed to fund additional development activities or to maintain our capital structure to ensure our financial flexibility. 

I Cash Flows Provided By Operating Activities I 
Our primary source of funds continues to be cash generated from operations. The decrease in cash from operating activities for the 
nine months ended September 30, 2004 compared to the similar period in 2003 was primarily due to a higher decrease in current 
liabilities (use of cash) in the current year period and a higher decrease in receivables (source of cash) in the prior year period. Higher 
severance payments were recorded in 2004 and higher tax refunds were recorded in the nine months ended September 30, 2003. In 
addition, the higher decrease in receivables in the nine months ended September 30, 2003 was driven by a greater reduction of days 
sales outstanding in that period compared to the similar period in 2004. 

I Cash Flows Used In Investing Activities 
Capital expenditures continue to be our primary use of capital resources and facilitate the introduction of new products and services, 
enhance responsiveness to competitive challenges and increase the operating efficiency and productivity of our networks. Including 
capitalized software, we invested $4,703 million in our Domestic Telecom segment in the nine months ended September 30, 2004 
compared to $4,765 million in the similar period in 2003. We also invested $4,121 million in our Domestic Wireless segment in the 
nine months ended September 30, 2004 compared to $3,079 million in the similar period in 2003. The consistent level of capital 
investment in Domestic 
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Telecom and the increase in capital spending in Domestic Wireless represent our continuing effort to invest in high growth areas 
including wireless, long distance, DSL and Enterprise Advance. 

Capital spending, including capitalized software, is expected to be at the higher end of the range of $12 billion to $13 billion in 2004. 
The range includes $6.5 billion to $7.0 billion for Domestic Telecom, $5.0 billion to $5.5 billion for Domestic Wireless (expected to 
be the high end of the range) and a total of $.5 billion for Information Services, International and corporate and other businesses. 

We invested $300 million in acquisitions and investments in businesses during the nine months ended September 30, 2004, including 
a deposit of $186 million for wireless licenses and $104 million related to Verizon’s limited partnership investments in entities that 
invest in affordable housing projects. During the nine months ended September 30, 2003, we invested $1,097 million in acquisitions 
and investments in businesses, including $762 million to acquire 50 Personal Communications Services licenses and related network 
assets from Northcoast Communications LLC, $177 million related to Verizon’s limited partnership investments in entities that invest 
in affordable housing projects and $157 million for other wireless properties. In the nine months ended September 30, 2004, we 
received cash proceeds of $117 million from the sale of a small business unit. In the nine months ended September 30, 2003, we 
received cash proceeds of $229 million from the sale of our directory publication operations in Austria, the Czech Republic, Gibraltar, 
Hungary, Poland and Slovakia. 

Other, net investing activities for the nine months ended September 30, 2004 includes net cash proceeds of $171 million received in 
connection with the sale of investments, including Iowa Telecom preferred stock. Other, net investing activities for the nine months 
ended September 30,2003 includes net cash proceeds of $415 million in connection with sales of our shares in various investments, 
primarily TCC and Crown Castle International Corp. 

Under the terms of an investment agreement, Vodafone may require Verizon Wireless to purchase up to an aggregate of $20 billion 
worth of Vodafone’s interest in Verizon Wireless at designated times at its then fair market value. In the event Vodafone exercises its 
put rights, we have the right, exercisable at our sole discretion, to purchase up to $12.5 billion of Vodafone’s interest instead of 
Verizon Wireless for cash or Verizon stock at our option. Vodafone had the right to require the purchase of up to $10 billion during a 
61-day period opening on June 10 and closing on August 9 in 2004, and did not exercise that right. As a result, Vodafone still has the 
right to require the purchase of up to $20 billion worth of its interest, not to exceed $10 billion in any one year, during a 61-day period 
opening on June 10 and closing on August 9 in 2005 through 2007. Vodafone also may require that Verizon Wireless pay for up to 
$7.5 billion of the required repurchase through the assumption or incurrence of debt. 

I Cash Flows Used In Financing Activities 
Cash of $4,444 million was used to reduce our total debt during the nine months ended September 30, 2004. We repaid $2,314 
million and $2,477 million of Domestic Telecom and corporate long-term debt, respectively. The Domestic Telecom debt repayment 
includes the early retirement of $1,275 million of long-term debt. The corporate debt repayment includes $1,984 million of zero- 
coupon convertible notes redeemed by Verizon Global Funding Corp. Also during the nine months ended September 30, 2004, we 
decreased our short-term borrowings by $79 million and Verizon Global Funding issued $500 million of long-term debt. 

Cash of $7,313 million was used to reduce our total debt during the nine months ended September 30, 2003. We repaid $5,646 
million of Verizon Global Funding, $2,015 million of Domestic Telecom and $1,116 million of other corporate long-term debt, and 
reduced our short-term borrowings by $1,274 million with cash from operations and the issuance of Verizon Global Funding and 
Domestic Telecom long-term debt. Verizon Global Funding and Domestic Telecom issued long-term debt with principal amounts of 
$1,500 million and $1,350 million, respectively, resulting in total cash proceeds of $2,766 million, net of discounts, costs and a 
payment related to a hedge on the interest rate for an anticipated financing. 

Our ratio of debt to debt combined with shareowners’ equity was 53.5% at September 30,2004 compared to 56.4% at September 30, 
2003, 

As of September 30, 2004, we had $137 million in bank borrowings outstanding. In addition, we had approximately $5.8 billion of 
unused bank lines of credit and our financing subsidiary had shelf registrations for the issuance of up to $10.5 billion of unsecured 
debt securities. The debt securities of our telephone and financing subsidiaries continue to be accorded high ratings by primary rating 
agencies. In March 2004, Standard & Poor’s announced that it put Verizon’s debt on review with negative implications, citing general 
industry issues. In September 2004, Standard & 
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Poor’s affirmed the long term debt rating of Verizon and related entities, including Verizon Wireless at A+, and changed our credit 
rating outlook to negative from stable. The short-term debt rating of Verizon Network Funding was lowered to A-1 from A-l+. We 
have adopted a debt portfolio strategy that continues our overall debt reduction efforts through the remainder of the year. 

We and our consolidated subsidiaries are in compliance with all of our debt covenants. 

As in prior quarters, dividend payments were a significant use of capital resources. We determine the appropriateness of the level of 
our dividend payments on a periodic basis by considering such factors as long-term growth opportunities, internal cash requirements, 
and the expectations of our shareowners. In the first, second and third quarters of 2004 and 2003, we announced quarterly cash 
dividends of $.385 per share. 

I Decrease in Cash and Cash Equivalents 
Our cash and cash equivalents at September 30, 2004 totaled $616 million, a $53 million decrease from cash and cash equivalents at 
December 3 I ,  2003 of $669 million. 

We are exposed to various types of market risk in the normal course of our business, including the impact of interest rate changes, 
foreign currency exchange rate fluctuations, changes in equity investment prices and changes in corporate tax rates. We employ risk 
management strategies using a variety of derivatives, including interest rate swap agreements, interest rate locks, foreign currency 
forwards, equity options and basis swap agreements. We do not hold derivatives for trading purposes. 

It is our general policy to enter into interest rate, foreign currency and other derivative transactions only to the extent necessary to 
achieve our desired objectives in limiting our exposures to the various market risks. Our objectives include maintaining a mix of fixed 
and variable rate debt to lower borrowing costs within reasonable risk parameters and to protect against earnings and cash flow 
volatility resulting from changes in market conditions. We do not hedge our market risk exposure in a manner that would completely 
eliminate the effect of changes in interest rates, equity prices and foreign exchange rates on our earnings. We do not expect that our 
net income, liquidity and cash flows will be materially affected by these risk management strategies. 

I Exchangeable Notes 
In 1998, Verizon Global Funding issued notes exchangeable into shares of Telecom Corporation of New Zealand Limited (TCNZ) 
and into shares of Cable & Wireless Communications plc (subsequently Cable & Wireless plc and NTL Incorporated) as described in 
Note 7 to the unaudited condensed consolidated financial statements. These financial instruments exposed us to market risk, including 
(i) equity price risk, because the notes were exchangeable into shares that are traded on the open market and routinely fluctuate in 
value, (ii) foreign exchange rate risk, because the notes were exchangeable into shares that are denominated in a foreign currency, and 
(iii) interest rate risk, because the notes carried fixed interest rates. 

On April 1, 2003, all of the outstanding $2,455 million principal amount of the 5.75% notes that were exchangeable into shares of 
TCNZ were redeemed at maturity. On March 15, 2003, Verizon Global Funding redeemed all of the outstanding 4.25% notes. The 
cash redemption price for the 4.25% notes was $1,048.29 for each $1,000 principal amount of the notes. The principal amount of the 
4.25% notes outstanding, before unamortized discount, at the time of redemption, was $2,839 million. 

I Foreign Currency Translation 1 
The functional currency for nearly all of our foreign operations is the local currency. The translation of income statement and balance 
sheet amounts of these entities into U.S. dollars are recorded as cumulative translation adjustments, which are included in 
Accumulated Other Comprehensive Loss in our unaudited condensed consolidated balance sheets. At September 30, 2004, our 
primary translation exposure was to the Venezuelan bolivar, Dominican Republic peso, Canadian dollar and the euro. During the third 
quarter of 2004, we entered into foreign currency forward contracts to hedge our net investment in two international operations. We 
have not hedged 

36 



. . . - .- . . - . . . .- 
VERIZON COMMUNICATIO RR Donnelley Profile $jP’ CHMrnooskOcrn 05-Nov-2004 1638 EST 97432TX37 3” 
FORM 1 0 4  NYM CLN HTMESS OC 

Page 1 of 1 

our accounting translation exposure to foreign currency fluctuations relative to the carrying value of our other investments. 

Our earnings were affected by foreign currency gains or losses associated with the U. S .  dollar denominated assets and liabilities at 
Verizon Dominicana and at Iusacell prior to selling iusacell in July 2003 (see “Consolidated Results of Operations - Other 
Consolidated Results - Discontinued Operations”). 

Spectrum Purchases 
On November 4,2004, we announced the signing of a definitive agreement with NextWave Telecom Inc. (NextWave) to purchase all 
of NextWave’s remaining personal communications services spectrum licenses in 23 markets for $3,000 million. The 10 MHz and 20 
MHz licenses, in the 1.9 GHz personal communications services frequency range, cover a population of 73 million people and will be 
used to expand Verizon Wireless’s network capacity in 22 key existing markets, including New York, Boston, Washington, D.C. and 
Los Angeles, as well as to expand into Tulsa, Oklahoma. The transaction is subject to approval by the U S .  Bankruptcy Court and the 
FCC as well as antitrust regulatory review and is expected to close by mid-2005. 

We announced on July 8,2004 that we had won an auction for a spectrum license covering the New York metropolitan area held by 
NextWave. The transaction closed on October 29, 2004. Under the terms of the purchase agreement, we paid $930 million for the 
license, $186 million of which was paid as a deposit in the third quarter of 2004. In addition, on July 1, 2004 we announced an 
agreement to purchase Qwest Wireless’s spectrum licenses and wireless network assets for $418 million covering several existing and 
new markets. The transaction is subject to federal reviews and is expected to close in the first quarter of 2005. 

Sales of Businesses and Investments 
Telephone Access Lines 
In October 2004, Verizon announced that it had suspended discussions with potential buyers related to its upstate New York access 
lines, pending an evaluation of its strategic options. However, we are continuing to consider plans for a reduction in the size of our 
access line business, including through a spin-off mechanism or otherwise, so that we may pursue our strategy of placing greater 
focus on the higher growth businesses of broadband and wireless. 

During the second quarter of 2004, we entered into an agreement to sell our wireline-related businesses in Hawaii, which operates 
707,000 switched access lines, for $1,650 million in cash, less debt. The closing of the transaction, expected in early 2005, is 
contingent on state regulatory approval; the FCC and the U.S. Department of Justice have provided the necessary approvals. 

Sale of Verizon Information Services Canada 
On September 8,2004, we announced the signing of a definitive agreement to sell our directory operations in Canada to an affiliate of 
Bain Capital, a global private investment firm, for $1,540 million (Cdn. $1,985 million). The sale is expected to close in the fourth 
quarter of 2004. 

Environmental Matters 
During 2003, under a government-approved plan, remediation of the site of a former facility in Hicksville, New York that processed 
nuclear fuel rods in the 1950s and 1960s commenced. Remediation beyond original expectations proved to be necessary and a 
reassessment of the anticipated remediation costs was conducted. In addition, a reassessment of costs related to remediation efforts at 
several other former facilities was undertaken. As a result, an additional environmental remediation expense of $240 million was 
recorded in the fourth quarter of 2003. 

New York Recovery Funding 
In August 2002, President Bush signed the Supplemental Appropriations bill that included $5.5 billion in New York recovery 
funding. Of that amount, approximately $750 million has been allocated to cover utility restoration and infrastructure rebuilding as a 
result of the September 1 lth terrorist attacks. These funds will be distributed through the Lower Manhattan Development Corporation 
following an application and audit process. As of September 30, 
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2004, we have applied for reimbursement of approximately $266 million. We received an advance of $1 1 million in December 2003 
and an additional advance of $77 million in June 2004. We are awaiting the results of an audit relating to the total amount that we 
have applied for reimbursement, including funds already received. 

Telecommunications Act of 1996 
We face increasing competition in all areas of our business. The Telecommunications Act of 1996 (1996 Act), regulatory and judicial 
actions and the development of new technologies, products and services have created opportunities for alternative telecommunication 
service providers, many of which are subject to fewer regulatory constraints. We are unable to predict definitively the impact that the 
ongoing changes in the telecommunications industry will ultimately have on our business, results of operations or financial condition. 
The Fmancial impact will depend on several factors, including the timing, extent and success of competition in our markets, the timing 
and outcome of various regulatory proceedings and any appeals, and the timing, extent and success of our pursuit of new 
opportunities resulting from the 1996 Act and technological advances. 

In-Region Long Distance 
Under the 1996 Act, our ability to offer in-region long distance services in the regions where the former Bell Atlantic telephone 
subsidiaries operate as local exchange carriers was largely dependent on satisfying specified requirements. These requirements 
included a 14-point “competitive checklist” of steps that we must take to help competitors offer local services through resale, through 
purchase of UNEs, or by interconnecting their own networks to ours. We were required to demonstrate to the FCC that our entry into 
the in-region long distance market would be in the public interest. We now have authority from the FCC to offer in-region long 
distance service in all 14 of the former Bell Atlantic jurisdictions. 

FCC Regulation and Interstate Rates 
Our telephone operations are subject to the jurisdiction of the FCC with respect to interstate services and related matters. 

Access Charges and Universal Service 
On May 31, 2000, the FCC adopted the Coalition for Affordable Local and Long Distance Services (CALLS) plan as a 
comprehensive five-year plan for regulation of interstate access charges. The CALLS plan has three main components. First, it 
establishes a portable interstate access universal service support of $650 million for the industry. This explicit support replaces 
implicit support embedded in interstate access charges. Second, the plan simplifies the patchwork of common line charges into one 
subscriber line charge (SLC) and provides for de-averaging of the SLC by zones and class of customers in a manner that will not 
undermine comparable and affordable universal service. Third, the plan sets into place a mechanism to transition to a set target of 
$.0055 per minute for switched access services. Once that target rate is reached, local exchange carriers are no longer required to 
make further annual price cap reductions to their switched access prices. The annual reductions leading to the target rate, as well as 
annual reductions for the subset of special access services that remain subject to price cap regulation was set at 6.5% per year. 

As a result of tariff adjustments that became effective in July 2003, virtually all of our switched access lines reached the $.0055 
benchmark. On June 29, 2004, the U.S. Court of Appeals for the D.C. Circuit upheld the FCC’s prior approval of an increase in the 
SLC cap. The current cap is $6.50. 

The FCC previously initiated investigations of the interstate access rates charged by Verizon’ s local telephone companies during the 
1993 to 1996 tariff years under the price cap rules that were in place prior to the adoption of the CALLS plan. On July 30, 2004, the 
FCC released an order resolving one of the issues in those pending investigations, and concluded that some of Verizon’s local 
telephone companies had incorrectly calculated the impact of their obligation to “share” a portion of their earnings above certain 
prescribed levels with their access customers. The amount of any refund as a result of that finding will be determined in a further 
phase of the proceeding. Other issues remain under investigation. 

The FCC has adopted rules for special access services that provide for pricing flexibility and ultimately the removal of services from 
price regulation when prescribed competitive thresholds are met. Approximately 55% of special access revenues are now removed 
from price regulation. 

38 



Page 1 of 1 

In November 1999, the FCC adopted a new mechanism for providing universal service support to high-cost areas served by large 
local telephone companies. This funding mechanism provides additional support for local telephone services in several states served 
by our telephone operations. This system has been supplemented by the new FCC access charge plan described above. On October 
16, 2003, in response to a previous court decision, the FCC announced a decision providing additional justification for its non-rural 
high-cost universal support mechanism and modifying it in part. That decision also has been appealed. The FCC also has proceedings 
underway to evaluate possible changes to its current rules for assessing contributions to the universal service fund. Any change in the 
current assessment mechanism could result in a change in the contribution that local telephone companies must make and that would 
have to be collected from customers. 

Unbundling of Network Elements 
On February 20, 2003, the FCC announced a decision adopting new rules defining the obligations of incumbent local exchange 
carriers to provide competing carriers with access to UNEs. The decision was the culmination of an FCC rulemaking referred to as its 
triennial review of its UNE rules, and also was in response to a decision by the U.S. Court of Appeals for the D.C. Circuit. The U.S. 
Court of Appeals for the D.C. Circuit had overturned the FCC’s previous unbundling rules on the grounds that the FCC did not 
adequately consider the limitations of the “necessary and impair” standards of the 1996 Act when it chose national rules for 
unbundling and that it failed to consider the relevance of competition from other types of service providers, including cable and 
satellite. 

The text of the order and accompanying rules was released on August 21, 2003. With respect to broadband fac 
market fiber to the premises loops and packet switching, that order generally removed unbundling obligations under Section 251 of 
the 1996 Act. With respect to narrowband services, the order generally left unbundling obligations in place, with certain limited 
exceptions, and delegated to state regulatory proceedings a further review. The order also provided a new set of criteria relating to 
when carriers may purchase a combination of unbundled loops and transport elements known as enhanced extended loops (EELS). 

The FCC’s order significantly increases arbitrage opportunities by making it easier for carriers to use EELS for non-local service at 
regulated prices set using the pricing formula that applies to UNEs rather than competitive special access prices. In addition, the 
FCC’s order eliminates important safeguards that protected against this kind of arbitrage, including the FCC’s previous rule against 
co-mingling unbundled elements and other services. As a result, we estimate the impact on earnings related to this portion of the 
FCC’s order to be potentially 2 cents to 4 cents per diluted share in 2004. 

Multiple parties, including Verizon, appealed various aspects of the decision. On March 2, 2004, the U.S. Court of Appeals for the 
D.C. Circuit issued an order upholding the FCC in part, and overturning its order in part. The court upheld the FCC with respect to 
broadband facilities. On the narrowband unbundling requirements the court reversed and vacated key aspects of the FCC decision that 
had required unbundled access to mass market switching and high capacity transmission facilities. The court’s order vacating those 
aspects of the FCC’s rules went into effect on June 16, 2004 after both the U.S. Court of Appeals for the D.C. Circuit and the U.S. 
Supreme Court denied motions to further stay the decision. Petitions by state regulators and other carriers seeking U.S. Supreme 
Court review of the U.S. Court of Appeals for the D.C. Circuit decision were denied on October 12,2004. 

On August 20, 2004, the FCC issued interim narrowband unbundling rules and a Notice of Rulemaking to establish new permanent 
unbundling rules. In the interim rules order, the FCC required incumbent carriers to continue providing, for six months from the 
effective date of its order, unbundled mass market switching and high capacity transmission facilities on the same terms that they 
were available under interconnection agreements as of June 15, 2004. It also proposed transition rules that would apply during a 
second six-month period for elements that the FCC determines in the rulemaking do not need to be unbundled. 

On August 23, 2004, Verizon and other parties petitioned the U.S. Court of Appeals for the D.C. Circuit for a writ of mandamus to 
overturn the interim rules and eliminate the affected unbundled obligations unless and until the FCC makes a finding of competitive 
impairment. On October 7,2004, the U.S. Court of Appeals for the D.C. Circuit held the petition in abeyance and directed the parties 
to report on the status of the FCC proceedings no later than January 4,2005. 

The FCC also has taken steps to clarify its rules for broadband facilities in response to requests of various parties. Verizon petitioned 
the FCC to make clear that any broadband facilities that do not have to be unbundled under Section 25 1 of the 1996 Act also do not 
have to be unbundled under another provision of the 1996 Act, specifically Section 271. On October 22,2004, the FCC announced 
that it has granted that petition. In addition, the FCC has 
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clarified that mass market fiber to the curb loops qualify for the same regulatory treatment as mass market fiber to the premises loops, 
that fiber loops to serve customers in multiple unit buildings also qualify for that same regulatory treatment as long as the building is 
predominantly residential, and that carriers that deploy new broadband network facilities are not required to equip those fac 
legacy capabilities that could render them subject to unbundling. 

Intercarrier Compensation 
On April 27,2001, the FCC released an order addressing intercarrier compensation for dial-up connections for Internet-bound traffic. 
The FCC found that Internet-bound traffic is interstate and subject to the FCC’s jurisdiction. Moreover, the FCC again found that 
Internet-bound traffic is not subject to reciprocal compensation under Section 251(b)(5) of the 1996 Act. Instead, the FCC established 
federal rate caps per minute for this traffic that decline from $.0015 to $.0007 over a three-year period. The FCC order also sets caps 
on the total minutes of this traffic that may be subject to any compensation, barred carriers from obtaining compensation on Internet- 
bound traffic in markets where they previously had not received it and required that incumbent local exchange carriers must offer to 
both bill and pay reciprocal compensation for local traffic at the same rate as they are required to pay on Internet-bound traffic. On 
May 3, 2002, the U.S. Court of Appeals for the D.C. Circuit rejected part of the FCC’s rationale for its April 27, 2001 order, but 
declined to vacate the order while it is on remand. As a result, pending further action by the FCC, the FCC’s underlying order remains 
in effect. On October 8, 2004, the FCC announced that it had denied a petition to discontinue the $.0007 rate cap on this traffic, but 
had decided to remove the new markets bar and the cap on the total minutes of Internet-bound traffic that are subject to compensation. 

More generally, the FCC has an ongoing rulemaking that could fundamentally restructure the regulatory regime for intercarrier 
compensation, including, but not limited to, access charges, compensation for Internet traffic, and reciprocal compensation for local 
traffic. As noted above, the FCC also has pending before it the issues relating to intercamer compensation for dial-up Internet-bound 
traffic that were remanded by the U.S. Court of Appeals for the D.C. Circuit, including whether to affirm, reverse or modify its 
previous determinations that this traffic is not subject to reciprocal compensation under Section 251@)(5) of the 1996 Act. Disputes 
also remain pending in a number of forums relating to the appropriate Compensation for Internet-bound traffic during previous periods 
under the terms of our interconnection agreements with other carriers. 

The FCC also is considering multiple petitions asking it to declare whether, and under what circumstances, services that employ 
Internet protocol are subject to access charges under current law, or asking it to forbear from any requirement to pay access charges 
on some such services. On March 10, 2004, the FCC initiated a rulemaking proceeding to address the regulation of services that use 
Internet protocol, including voice services. The FCC also concluded in response to one such petition that one provider’s peer-to-peer 
Internet protocol service that does not use the public switched network is an interstate information service and is not subject to access 
charges. In addition, during April 2004, the FCC issued an order in connection with another such petition that stated that the 
petitioning company’s service that utilizes Internet protocol for only one intermediate part of a call’s transmission is a 
telecommunications service subject to access charges. 

Broadband Services 
The FCC has several ongoing rulemakings considering the regulatory treatment of broadband services. Among the questions at issue 
are whether to require local telephone companies like Verizon to offer such services as a common carrier or whether such services 
may be offered under a potentially less regulated private carriage arrangement, and whether to declare broadband services offered by 
local telephone companies as non-dominant and what the effect should be of any such classification. 

1 Recent Accounting Pronouncements I 
Impairment Testing of Domestic Wireless Licenses 
On September 29, 2004, the staff of the Securities and Exchange Commission (SEC) issued a Staff Announcement, “Use of the 
Residual Method to Value Acquired Assets Other Than Goodwill.” The Staff Announcement requires SEC registrants to adopt a 
direct value method of assigning value to intangible assets acquired in a business combination under SFAS No. 141, “Business 
Combinations,” effective for all acquisitions completed after September 29, 2004. Further, all intangible assets valued under the 
residual method prior to this adoption are required to be tested for impairment using a direct value method no later than the beginning 
of 2005. Any impairment of intangible assets recognized upon application of a direct value method by entities previously applying the 
residual method should be reported as a cumulative effect of a change in accounting principle. Under this Staff Announcement, the 
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reclassification of recorded balances between goodwill and intangible assets prior to the adoption of this Staff Announcement is 
prohibited. Verizon is currently evaluating the provisions of this Staff Announcement to determine the impact of adopting a direct 
value method, if any, on its results of operations and financial position. 

Contingently Convertible Debt 
In September 2004, the Emerging Issues Task Force (EITF) of the Financial Accounting Standards Board reached a conclusion in 
EITF Issue No. 04-8 pertaining to including contingently convertible debt in fully diluted earnings per share. Verizon’s zero-coupon 
convertible notes, which are convertible into Verizon common stock, will be included in current and prior periods’ fully diluted 
earnings per share calculation. Verizon anticipates the impact of adopting EITF Issue No. 04-8, effective year-end 2004, will be a 
reduction of earnings per diluted share of approximately 2 cents in prior years and 1 cent in 2004 and future years. 

[ Other Matters 1 
Verizon’s independent auditor, Ernst & Young LLP (E&Y), recently informed the SEC and the Audit Committee of our Board of 
Directors that a foreign affiliate of E&Y performed a tax-related non-audit service that has raised a question regarding E&Y’s 
independence with respect to E&Y’s performance of audit services for Verizon. In connection with the preparation of a foreign tax 
return for an employee of Verizon during 2002, E&Y’s foreign affiliate made a tax payment on behalf of the employee to a local tax 
authority. As a result, E&Y’s foreign affiliate had temporary custody of an inconsequential amount of Verizon tax-related funds. 
Under the SEC’s rules regarding auditor independence, a company’s independent auditor cannot have custody of any amount of an 
audit client’s assets. This payment service was discontinued. The fee paid by Verizon to E&Y’s foreign affiliate for the preparation of 
this tax return, including the payment service, was approximately $1,500 for the year ended December 31, 2002. Our Audit 
Committee and E&Y have discussed E&Y’s independence with respect to its audit of the consolidated financial statements of Verizon 
in light of this matter. E&Y has informed the Audit Committee that it does not believe that the provision of the tax service described 
above has impaired E&Y’s independence with respect to Verizon because the service was administrative in nature and has been 
discontinued and the amount of fee and funds involved was insignificant. The Audit Committee concurred with E&Y’s assessment. 
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In this Management’s Discussion and Analysis of Results of Operations and Financial Condition, and elsewhere in this Quarterly 
Report, we have made forward-looking statements. These statements are based on our estimates and assumptions and are subject to 
risks and uncertainties. Forward-looking statements include the information concerning our possible or assumed future results of 
operations. Forward-looking statements also include those preceded or followed by the words “anticipates,” “believes,” “estimates,” 
“hopes” or similar expressions. For those statements, we claim the protection of the safe harbor for forward-looking statements 
contained in the Private Securities Litigation Reform Act of 1995. 

The following important factors, along with those discussed elsewhere in this Quarterly Report, could affect future results and could 
cause those results to differ materially from those expressed in the forward-looking statements: 

I 

I 
I 

materially adverse changes in economic and industry conditions and labor matters, including workforce levels and labor 
negotiations, and any resulting financial andor operational impact, in the markets served by us or by companies in which we have 
substantial investments; 
material changes in available technology; 
technology substitution; 
an adverse change in the ratings afforded our debt securities by nationally accredited ratings organizations; 
the final results of federal and state regulatory proceedings concerning our provision of retail and wholesale services and judicial 
review of those results; 
the effects of competition in our markets; 
our ability to satisfy regulatory merger conditions; 
the timing, scope and financial impacts of our deployment of fiber-to-the-premises broadband technology; 
the ability of Verizon Wireless to continue to obtain sufficient spectrum resources; and 
changes in our accounting assumptions that regulatory agencies, including the SEC, may require or that result from changes in the 
accounting rules or their application, which could result in an impact on earnings. 

Item 3. Quantitative and Qualitative Disclosures About Market Risk 

Information relating to market risk is included in Item 2, Management’s Discussion and Analysis of Results of Operations and 
Financial Condition in the section under the caption “Market Risk.” 

Item 4. Controls and Procedures 

Our chief executive officer and chief financial officer have evaluated the effectiveness of the registrant’s disclosure controls and 
procedures (as defined in Rules 13a-l5(e) and 15d-l5(e) of the Securities Exchange Act of 1934), as of the end of the period covered 
by this quarterly report, that ensure that information relating to the registrant which is required to be disclosed in this report is 
recorded, processed, summarized and reported, within required time periods. Based on this evaluation, which disclosed no significant 
deficiencies or material weaknesses, they have concluded that the registrant’s disclosure controls and procedures were adequate and 
effective to ensure that material information relating to the registrant and its consolidated subsidiaries would be made known to them 
by others within those entities, particularly during the period in which this quarterly report was being prepared. There were no 
changes in the registrant’s internal control over financial reporting during the period covered by this quarterly report that have 
materially affected, or are reasonably likely to materially affect, internal control over financial reporting. 
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Item 2. Unregistered Sales of Equity Securities and Use of Proceeds 

Period 

July 2004 

August 2004 

September 2004 

Total 

Total Number of Shares 
Purchased as Part of 

Maximum Number of 
Shares that May Yet Be 

Total Number of Average Price Paid Publicly Announced Purchased Under the 
Shares Purchased per Share Plans or Programs (1) Plans or Programs (2) 

650,000 $35.75 650,000 76,93 8,200 

1,430,000 $39.04 1,430,000 75,508,200 

2,295,000 $40.23 2,295,000 73,213,200 

4,375,000 $39.18 4,375,000 73,213,200 

(a) Exhibits: 
Exhibit 
Number 

10.1 

10.2 

12 

31.1 

31.2 

32.1 

32.2 

Verizon Communications Inc. Long-Term Incentive Plan - Year 2004 Stock Option Grant. 

Verizon Communications Inc. Long-Tern Incentive Plan - Performance Stock Unit 
Agreement 2004-06 Award Cycle. 

Computation of Ratio of Earnings to Fixed Charges. 

Certification of Chief Executive Officer pursuant to Section 302 of the Sarbanes-Oxley Act of 
2002. 

Certification of Chief Financial Officer pursuant to Section 302 of the Sarbanes-Oxley Act of 
2002. 

Certification of Chief Executive Officer pursuant to Section 906 of the Sarbanes-Oxley Act of 
2002. 

Certification of Chief Financial Officer pursuant to Section 906 of the Sarbanes-Oxley Act of 
2002. 
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Signature 

Pursuant to the requirements of the Securities Exchange Act of 1934, the registrant has duly caused this report to be signed on its 
behalf by the undersigned thereunto duly authorized. 

VERIZON COMMUNICATIONS INC. 

Date: November 8,2004 By Id David H. Benson 

David H. Benson 
Senior Vice President and Controller 
(Principal Accounting Officer) 

UNLESS OTHERWISE INDICATED, ALL INFORMATION IS AS OF NOVEMBER 3,2004. 
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Exhibit 10.1 

VERIZON COMMUNICATIONS INC. LONG-TERM INCENTIVE PLAN 
YEAR 2004 STOCK OPTION AGREEMENT 

AGREEMENT between Verizon Communications Inc. (“Verizon”) and you (the “Participant”). 

1. Purpose of Stock Option Agreement. The purpose of this Stock Option Agreement (the “Agreement”) is to provide a grant 
of stock options to the Participant. This grant shall be known as the “Year 2004 Stock Option” or the “Option.” 

2. Stock Option Agreement. This Agreement is entered into pursuant to the terms of the Verizon Communications Inc. 2001 
Long-Term Incentive Plan (the “Plan”) and evidences the grant of a nonqualified stock option (the “Option”) to the Participant to 
purchase shares of Verizon’s Common Stock (“Common Stock) pursuant to the Plan. This Option is not an incentive stock option. 
The Option and this Agreement (including the covenants set forth in Exhibit A (the “Covenants”), which are incorporated into and 
shall be a part of the Agreement) are subject to the terms and provisions of the Plan. (The Participant may request a copy of the Plan 
from the Verizon Compensation and Executive Benefits Department,) By executing this Agreement, the Participant agrees to be 
bound by the terms and provisions of the Plan, and by the actions of the Plan Administrator, the Human Resources Committee of 
Verizon’s Board of Directors or any successor thereto (the “Committee”) or any designee of the Committee, and Verizon’s Board of 
Directors pursuant to the Plan. 

3. Contingency. The grant of stock options is contingent on the Participant’s timely acceptance of this Agreement and 
satisfaction of certain other conditions contained herein. If the Participant does not properly accept (or revokes acceptance of)  this 
Agreement the Participant shall not be entitled to the Year 2004 Stock Option. 

4. Date. The date of the grant of the Year 2004 Stock Option is February 4,2004 (the “Grant Date”). 

5. Number of Shares. The number of shares of Common Stock as to which the Option is granted is specified on the cover letter 
provided in conjunction with this Agreement. 

6. Option Price. The option price per share is $36.75. 

7. (a) Option Period and Vesting Schedule. The period for which the Option is granted is from the Grant Date until February 
3, 2014 (the “Option Period”). In no event shall the Option be exercisable after the expiration of the Option Period, and the Option 
shall expire and be terminated earlier as set forth in section 7(b) (“Separation from Employment”). Except as set forth in section 7(b), 
the Option shall become exercisable over a three-year period as follows: on February 4, 2005, the Option shall become exercisable 
with respect to one-third of the Option shares; on February 4, 2006, the Option shall become exercisable with respect to an additional 
one-third of the Option shares; and on February 4,2007, the Option shall become exercisable with respect to the remaining Option 
shares. Notwithstanding the foregoing, upon the occurrence of a Change in Control (as defined in the Plan), the Option shall 
immediately become exercisable in full. 

(b) Separation from Employment. The Option may be terminated prior to the expiration of the Option Period, and the 

(i) Voluntary Separation or Discharge for Cause. If the Participant quits or otherwise separates from the Company 
date when the Option may first be exercised may be modified, in accordance with the following terms and conditions: 

under circumstances not described in section 7(b)(ii) or (b)(iii) below, or if the Participant is discharged from employment 
with the Company for Cause (as defined below) and 
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the Participant does not Retire (as defined below), the Option shall be forfeited and canceled immediately, even if 
otherwise exercisable, except to the extent the Committee decides otherwise. 

(B) the Company discharges the Participant without Cause (as defined below), such as by reason of a Company-initiated, 
voluntary or involuntary, force management or force reduction program or initiative, or (C) the Participant’s separation 
from employment with the Company occurs as a result of total and permanent Disability (as defined below), the Option 
shall immediately become exercisable in full and shall remain exercisable until the earlier of (I) February 3,2014, or (11) 
the fifth anniversary of the date the Participant separates from employment with the Company, provided that the 
Participant does not commit a material breach of any of the Covenants and provided that the Participant executes a release 
satisfactory to the Company waiving any claims he may have against the Company. If at any time the Participant commits 
a breach of any of the Covenants, the Option and the right to exercise the Option are immediately forfeited. In the case of 
an involuntary discharge without Cause, a Participant’s separation from employment with the Company occurs on the last 
day the Participant is on the payroll of the Company. In the case of Disability, a Participant’s separation from employment 
with the Company occurs on the later of the last day the Participant is on the payroll of the Company or on short-term 
disability. 

(iii) Death. If the Participant’s separation from employment with the Company occurs as a result of death, the Option 
shall be immediately exercisable in full by the Participant’s beneficiary and shall remain exercisable until the earlier of (A) 
February 3 ,  2014, or (B) the fifth anniversary of the date of death. If the Participant dies after separation from employment 
with the Company, but while the Option is still exercisable in accordance with subsection (b)(ii) above, the Participant’s 
beneficiary may exercise the Option in accordance with such subsection. 

(iv) Termination of Option. Upon the expiration of any period during which the Option is exercisable in accordance 
with the preceding provisions of this section 7, the Option and the right to exercise the Option shall terminate and the 
Option shall not thereafter be exercisable. 

(v) Transfer. Transfer of employment from Verizon to a Related Company (as defined in section 15 of this 
Agreement), from a Related Company to Verizon, or from one Related Company to another Related Company shall not 
constitute a separation from employment with the Company hereunder. 

(vi) Retirement. For purposes of this section 7(b), “Retire” means (A) to retire after having attained at least 15 years 
of Net Credited Service (as defined under the Verizon Management Pension Plan) and a combination of age and years of 
Net Credited Service that equals or exceeds 75 points, or (B) retirement under any other circumstances determined in 
writing by the Plan Administrator. 

substantial or continuing inattention to or neglect of the duties and responsibilities assigned to the Participant; fraud, 
misappropriation or embezzlement involving the Company or a material breach of the Code of Business Conduct or any of 
the Covenants set forth in Exhibit A, which is incorporated herein by reference, as determined by the Plan Administrator in 
his discretion, or (B) commission of any felony of which the Participant is finally adjudged guilty by a court of competent 
jurisdiction. 

(ii) Refiremenf, Involuntary Discharge Without Cause, or Disability. If (A) the Participant Retires (as defined below), 

(vii) Cause. For purposes of this section 7(b), “Cause” is defined as (A) grossly incompetent performance or 
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(viii) Disability. For purposes of this section 7(b), “Disability” is defined under the Company-sponsored long-term 
disability plan that applies to the Participant or, if the Participant is not covered by a long-term disability plan, as defined in 
such manner as the Plan Administrator determines. 

8. (a) Exercise. The Option may be exercised, in whole or in part, as permitted under this Agreement, by making payment in 
accordance with subsection (b), below, or in any other manner approved by the Plan Administrator. 

(b) Payment of Option Price and Withholding Taxes. In order to exercise the Option, the Participant must pay the 
Option Price and any required withholding taxes (including FICA) by one of the following methods: 

(i) (A) check, wire transfer or through the cashless exercise procedure established by the Plan Administrator, (B) 
tender of Common Stock that has been held by the Participant (either directly or through a brokerage account) for at least 
six months, or (C) a combination of both (A) and (B); or 

by the administrator of the stock option program on behalf of the Participant subject to such terms and conditions as the 
administrator may impose. 
For purposes of an exchange of Common Stock in subsection (b)(i), above, the value of a share of Common Stock used to 

pay the Option Price or the withholding taxes shall be equal to the current market price of Verizon’s Common Stock on the New 
York Stock Exchange at the time that the exercise is initiated by the administrator of the stock option program. The Participant 
may be charged an administrative fee or fees in connection with the exercise of the Option. 

delivery of the additional shares of Common Stock that otherwise would be issued to the Participant upon a stock for stock 
exercise of the Option. 

pays all of the Option Price and the withholding taxes associated with the option exercise by tendering shares of Verizon 
Common Stock in accordance with this section 8, the Company shall immediately grant the Participant an option (a 
“Replacement Option”) to purchase the number of shares of Verizon Common Stock that the Participant used to pay the Option 
Price and any withholding taxes. The option price per share under such Replacement Option shall be equal to the market value 
of a share of Common Stock at the time that such exercise occurred, and such Replacement Option shall expire on the same date 
as the Year 2004 Option then being exercised. This Replacement Option fully vests 6 months following the date it is granted. 
Except as provided in this section 8(d), the Replacement Option shall have the same terms and conditions as the Year 2004 
Option. A Participant will be limited to a maximum of three exercises that will be eligible for the granting of Replacement 
Options under the terms of this section 8(d). 

9. Notice and Date of Exercise. The exercise request shall indicate the number of shares with respect to which the Option is 
being exercised. The Option may not be exercised with respect to fractional shares. In addition, the Option may not be exercised if the 
administrator of the stock option program determines that, at the time of an attempted exercise, the market value of the shares with 
respect to which the Option is being exercised is either below the Option Price with respect to such shares or not sufficiently above 
such Option Price to cover any applicable taxes and administrative fees. Subject to the conditions and 

(ii) subject to the prior written approval of the Plan Administrator, payment of the Option Price and withholding taxes 

(c) Deferral Feature. The Participant may elect, pursuant to procedures adopted by the Plan Administrator, to defer the 

(d) Reload Feature. If the Participant, while employed by the Company, exercises all or part of the Year 2004 Option and 
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restrictions set forth in this Agreement, the date of exercise of the Option shall be the date on which either (a) full payment of the 
Option Price and the withholding taxes is received by the administrator of the stock option program or (b) the administrator of the 
stock option program is irrevocably committed to make such payment. Notwithstanding the preceding sentence, no shares shall be 
issued until full payment is received by the administrator of the stock option program. Upon the exercise of the Option and receipt of 
full payment, Verizon shall, as soon as practicable, issue or deliver certificates for the number of shares acquired thereby, subject to 
the conditions and restrictions set forth in this Agreement. If the Participant dies following the exercise of all or part of the Option, 
but before issuance or delivery of the shares, such shares shall be issued or delivered to the Participant’s beneficiary. 

10. Shareholder Rights. The Participant shall have no rights as a shareholder with respect to shares of Common Stock to which 
the Option relates until the date on which the Participant becomes the holder of record of such shares. Except as provided by the Plan, 
no adjustment shall be made for dividends or other rights for which the record date is prior to such date. 

11. Revocation or Amendment of Agreement. Except to the extent required by law or specifically contemplated under this 
Agreement (including, but not limited to, the determination of whether the Participant has been terminated for Cause, has a disability, 
is eligible to Retire, or has separated from employment), the Committee may not, without the written consent of the Participant, (a) 
revoke this Agreement insofar as it relates to the Option granted hereunder, or (b) make or change any determination or change any 
term, condition or provision affecting the Option if the determination or change would materially and adversely affect the Option or 
the Participant’s rights thereto. Nothing in the preceding sentence shall preclude the Committee from exercising reasonable 
administrative discretion with respect to the Plan or this Agreement. 

12. Assignment. The Option shall not be assignable or transferable except by will or by the laws of descent and distribution. 
During the Participant’s lifetime, the Option may be exercised only by the Participant or by the Participant’s guardian or legal 
representative. 

13. Beneficiary. The Participant shall designate a beneficiary in writing and in such manner as is acceptable to the Plan 
Administrator. If the Participant fails to so designate a beneficiary, or if no such designated beneficiary survives the Participant, the 
Participant’s beneficiary shall be the Participant’s estate. 

14, Other PIans and Agreements. Any gain realized by the Participant pursuant to this Agreement shall not be taken into 
account as compensation in the determination of the Participant’s benefits under any pension, savings, group insurance, or other 
benefit plan maintained by the Company, except as determined by the board of directors of Verizon or, in the case of a plan not 
maintained by Verizon, the Related Company that maintains the plan. The Participant acknowledges that receipt of this Agreement or 
any prior stock option agreement shall not entitle the Participant to any other benefits under the Plan or any other plans maintained by 
the Company. 

15. Company and Related Company. For purposes of this Agreement, “Company” means collectively Verizon and Related 
Companies. “Related Company” means (a) any corporation, partnership, joint venture or other entity in which Verizon holds a direct 
or indirect ownership or proprietary interest of 50 percent or more, or (b) any corporation, partnership, joint venture or other entity in 
which Verizon holds an ownership or proprietary interest of less than 50 percent but which, in the discretion of the Committee, is 
treated as a Related Company for purposes of this Agreement. 



VERIZON COMMUNICATIO RR Donnelley ProFile gC:RldoC1 CHMpateaOdc 30-Oct-2004 16:3!3 EST 97432 EXlO-I 5 1' 
FORM 10-0 H NYM CLN HTMIFV OC 

Page 1 of 1 

16. Employment Status. The grant of the Option shall not be deemed to constitute a contract of employment between the 

17. Withholding. It shall be a condition to the issuance or delivery of shares of Common Stock as to which the Option shall 

Company and the Participant, nor shall it constitute a right to remain in the employ of the Company. 

have been exercised that provisions satisfactory to the Company shall have been made for payment of any taxes reasonably 
determined by the Company to be required to be paid or withheld pursuant to any applicable law or regulation. The Participant may 
irrevocably elect to have the minimum required amount of any withholding tax obligation satisfied by (a) having shares withheld that 
are otherwise to be issued or delivered to the Participant with respect to the exercise of the Option, (b) delivering to the administrator 
of the stock option program a check or wire transfer in full satisfaction of the withholding obligation, or (c) any other method 
approved by the Plan Administrator of which the Participant may be informed in writing. 

any federal or state securities law or regulation to issue or deliver its shares pursuant to such exercise, the Company, at its sole option, 
may reject such exercise and return the tender or make application for such qualification or registration as the Company deems 
advisable. The Company shall not be required to issue or deliver any shares of Common Stock prior to the admission of such shares to 
listing on any stock exchange on which the stock may then be listed and the completion of any registration or qualification of such 
shares under any federal or state law or rulings or regulations of any government body that the Company, in its sole discretion, 
determines to be necessary or advisable. 

18. Securities Laws. If at the time of any exercise of the Option in whole or in part, the Company deems it to be a violation of 

19. Committee Authority. The Committee shall have complete discretion in the exercise of its rights, powers, and duties under 
this Agreement. Any interpretation or construction of any provision of, and the determination of any question arising under, this 
Agreement shall be made by the Committee in its sole discretion and shall be final, conclusive, and binding. The Committee may 
designate any individual or individuals to perform any of its functions hereunder. 

20. Successors. This Agreement shall be binding upon, and inure to the benefit of, any successor or successors of Verizon and 
the person or entity to whom the Option may have been transferred by will, the laws of descent and distribution, or beneficiary 
designation. All terms and conditions of this Agreement imposed upon the Participant shall, unless the context clearly indicates 
otherwise, be deemed, in the event of the Participant's death, to refer to and be binding upon such last-mentioned person or entity. 

21. Construction. This Agreement is intended to grant the Option upon the terms and conditions authorized by the Plan. Any 
provisions of this Agreement that cannot be so administered, interpreted, or construed shall be disregarded. If any provision of this 
Agreement is held invalid or unenforceable by a court of competent jurisdiction, such provision shall be considered separate and apart 
from the remainder of this Agreement, which shall remain in full force and effect. If any provision is held to be enforceable for being 
unduly broad as written, such provision shall be deemed amended to narrow its application to the extent necessary to make the 
provision enforceable according to applicable law and shall be enforced as amended. 

22. Defined Terms. Except where the context clearly indicates otherwise, all capitalized terms used herein shall have the 

23. Execution of Agreement. The Participant shall indicate consent to the terms of this Agreement (including its Exhibit) and 

definitions ascribed to them by the Plan, and the terms of the Plan shall apply where appropriate. 

the Plan by executing this Agreement pursuant to the instructions provided and otherwise complying with the requirements of section 
3. The Participant and Verizon hereby expressly 
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agree that the use of electronic media to indicate confirmation, consent, signature, acceptance, agreement and delivery shall be legally 
valid and have the same legal force and effect as if the Participant and Verizon executed this Agreement (including its Exhibit) in 
paper form. 

I 
I 24. Confidentiality. The Participant shall not disclose, in whole or in part, any of the terms of this Agreement, except to the 

extent (a) otherwise required by law or (b) the Company has publicly disclosed the terms of this Agreement. This section 24 does not , I 
prevent the Participant from disclosing the terms of this Agreement to the Participant's spouse or to the Participant's legal, tax, or 
financial adviser, provided that the Participant take all reasonable measures to assure that such spouse and advisers do not disclose the 
terms of this Agreement to a third party except as otherwise required by law. 

25. Additional Remedies. In addition to any other rights or remedies, whether legal, equitable, or otherwise, that each of the 
parties to this Agreement may have (including the right of the Company to terminate the Participant for Cause), the Participant 
acknowledges that- 

~ 

(a) 
(b) 

(c) 

(d) 

(e) 

The Covenants in Exhibit A to this Agreement are essential to the continued goodwill and profitability of the Company; 
The Participant has broad-based skills that will serve as the basis for employment opportunities that are not prohibited by 
the Covenants in Exhibit A; 
When the Participant's employment with the Company terminates, the Participant shall be able to earn a livelihood without 
violating any of the covenants incorporated in Exhibit A; 
Irreparable damage to the Company shall result in the event that the Covenants in Exhibit A are not specifically enforced 
and that monetary damages will not adequately protect the Company from a breach of these Covenants; 
If any dispute arises concerning the violation by the Participant of the Covenants in Exhibit A, an injunction may be issued 
restraining such violation pending the determination of such controversy, and no bond or other security shall be required in 
connection therewith; 

(f) Such Covenants shall continue to apply after any expiration, termination, or cancellation of this Agreement; and 
(8) The Participant's breach of any of such Covenants shall result in the Participant's immediate termination of all rights and 

benefits, including the right to exercise an Option, under this Agreement. 
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Exhibit A - Covenants 

1. Noncompetition - In consideration for the benefits described in the Agreement to which this Exhibit A is attached, you, the 

(a) Prohibited Conduct - During the period of your employment with the Company, and for the period ending six 
months after your termination of employment for any reason from the Company, you shall not, without the prior written consent 
of the Plan Administrator: 

I Participant, agree that: 

(1) 

(2)  

personally engage in Competitive Activities (as defined below); or 
work for, own, manage, operate, control, or participate in the ownership, management, operation, or control of, or 
provide consulting or advisory services to, any individual, partnership, firm, corporation, or institution engaged in 
Competitive Activities, or any company or person affiliated with such person or entity engaged in Competitive 
Activities; provided that your purchase or holding, for investment purposes, of securities of a publicly traded 
company shall not constitute “ownership” or “participation in ownership” for purposes of this paragraph so long as 
your equity interest in any such company is less than a controlling interest; 

provided that this paragraph (a) shall not prohibit you from (i) being employed by, or providing services to, a consulting firm, 
provided that you do not personally engage in Competitive Activities or provide consulting or advisory services to any individual, 
partnership, firm, corporation, or institution engaged in Competitive Activities, or any company or person affiliated with such person 
or entity engaged in Competitive Activities, or (ii) engaging in the private practice of law as a sole practitioner or as a partner in (or as 
an employee of or counsel to) a law fiim in accordance with applicable legal and professional standards. 

(b) Competitive Activities - For purposes of the Agreement to which this Exhibit A is attached, “Competitive Activities” 
means business activities relating to products or services of the same or similar type as the products or services (1) which are 
sold (or, pursuant to an existing business plan, will be sold) to paying customers of the Company, and (2) for which you then 
have responsibility to plan, develop, manage, market, oversee or perform, or had any such responsibility within your most recent 
24 months of employment with the Company. Notwithstanding the previous sentence, a business activity shall not be treated as 
a Competitive Activity if the geographic marketing area of the relevant products or services sold by you or a third party does not 
overlap with the geographic marketing area for the applicable products and services of the Company. 

2. Interference With Business Relations - During the period of your employment with the Company, and for a period ending 
with the expiration of twelve (12) months following your termination of employment for any reason from the Company, you shall not, 
without the written consent of the Plan Administrator: 

(a) recruit or solicit any employee of the Company for employment or for retention as a consultant or service provider; 
(b) hire or participate (with another company or third party) in the process of hiring (other than for the Company) any person 

who is then an employee of the Company, or provide names or other information about Company employees to any person, 
entity or business (other than the Company) under circumstances that could lead to the use of any such information for 
purposes of recruiting or hiring; 
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I (c) interfere with the relationship of the Company with any of its employees, agents, or representatives; 
(d) solicit or induce, or in any manner attempt to solicit or induce, any client, customer, or prospect of the Company (1) to 

cease being, or not to become, a customer of the Company or (2) to divert any business of such customer or prospect from 
the Company; or 
otherwise interfere with, disrupt, or attempt to interfere with or disrupt, the relationship, contractual or otherwise, between 

, 
(e) 

I the Company and any of its customers, clients, prospects, suppliers, consultants, or employees. 
I 

3. Return Of Property; Intellectual Property Rights - You agree that on or before your termination of employment for any 
reason with the Company, you shall return to the Company all property owned by the Company or in which the Company has an 
interest, including files, documents, data and records (whether on paper or in tapes, disks, or other machine-readable form), office 
equipment, credit cards, and employee identification cards. You acknowledge that the Company is the rightful owner of any 
programs, ideas, inventions, discoveries, patented or copyrighted material, or trademarks that you may have originated or developed, 
or assisted in originating or developing, during your period of employment with the Company, where any such origination or 
development involved the use of Company time, information or resources, or the exercise of your responsibilities for or on behalf of 
the Company. You shall at all times, both before and after termination of employment, cooperate with the Company in executing and 
delivering documents requested by the Company, and taking any other actions, that are necessary or requested by the Company to 
assist the Company in patenting, copyrighting, protecting, enforcing or registering any programs, ideas, inventions, discoveries, works 
of authorship, data, information, patented or copyrighted material, or trademarks, and to vest title thereto solely in the Company. 

4. Proprietary And Confidential Information - You shall at all times preserve the confidentiality of all Proprietary 
Information (defined below) and trade secrets of the Company, except and to the extent that disclosure of such information is legally 
required. “Proprietary information” means information or data related to the Company, including information entrusted to the 
Company by others, which has not been fully disclosed to the public by the Company and which is treated as confidential or protected 
within the business of the Company or is of value to competitors, such as strategic or tactical business plans; undisclosed financial 
data; ideas, processes, methods, techniques, systems, non-public information, models, devices, programs, computer software, or 
related information; documents relating to regulatory matters and correspondence with governmental entities; undisclosed 
information concerning any past, pending, or threatened legal dispute; pricing and cost data; reports and analyses of business 
prospects; business transactions that are contemplated or planned; research data; personnel information and data; identities of users 
and purchasers of the Company’s products or services; and other confidential matters pertaining to or known by the Company, 
including confidential information of a third party that you know or should know the Company is obligated to protect. 

5. Definitions - Except where clearly provided to the contrary, all capitalized terms used in this Exhibit A shall have the 
definitions given to those terms in the Agreement to which this Exhibit A is attached. 

6. Agreement to Covenants. You shall indicate your agreement to these Covenants in accordance with the instructions 
provided. You and Verizon hereby expressly agree that the use of electronic media to indicate confirmation, consent, signature, 
acceptance, agreement and delivery shall be legally valid and have the same legal force and effect as if you and Verizon executed 
these Covenants in paper form. 
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Exhibit 10.2 

VERIZON COMMUNICATIONS INC. LONG-TERM INCENTIVE PLAN 
PERFORMANCE STOCK UNIT AGREEMENT 

2004-06 AWARD CYCLE 

AGREEMENT between Verizon Communications Inc. (“Verizon”) and you (the “Participant”). 

1. Purpose of Agreement. The purpose of this Agreement is to provide a one-time grant of performance stock units (“PSUs”) to 

2. Agreement. This Agreement is entered into pursuant to the terms of the 2001 Verizon Communications Inc. Long-Term 
Incentive Plan (the “Plan”), and evidences the grant of a performance stock award in the form of PSUs pursuant to the Plan. This 
Agreement is designed to comply with the requirements of Section 162(m) of the Code and the Treasury Department Regulations 
thereunder. The PSUs and this Agreement (including the covenants set forth in Exhibit A (the “Covenants”), which are incorporated 
into and shall be a part of the Agreement) are subject to the terms and provisions of the Plan. (The Participant may request a copy of 
the Plan from the Verizon Compensation and Executive Benefits Department.) By executing this Agreement, the Participant agrees to 
be bound by the terms and provisions of the Plan, and by the actions of the Plan Administrator, the Human Resources Committee of 
Verizon’s Board of Directors or any successor thereto (the “Committee”), and any designee of the Committee. 

3. Contingency. The grant of PSUs is contingent on the Participant’s timely acceptance of this Agreement and satisfaction of 
certain other conditions contained herein. If the Participant does not properly accept (or revokes acceptance of) this Agreement the 
Participant shall not be entitled to the PSUs. 

4. Number of Units. The Participant is granted the number of PSUs specified on the cover letter provided in conjunction with 
this Agreement. A PSU is a hypothetical share of Verizon’s common stock. The value of a PSU on any given date shall be equal to 
the closing price of Verizon’s common stock as of such date. A PSU does not represent an equity interest in Verizon and carries no 
voting rights. A Dividend Equivalent Unit (“DEU) or fraction thereof shall be added to each PSU each time that a dividend is paid 
on Verizon’s common stock. The amount of each DEU shall be equal to the dividend paid on a share of Verizon’s common stock. 
The DEU shall be converted into PSUs or fractions thereof based upon the average of the high and low sales prices of Verizon’s 
common stock traded on the New York Stock Exchange on the dividend payment date of each declared dividend on Verizon’s 
common stock, and such PSUs or fractions thereof shall be added to the Participant’s PSU balance. 

the Participant. 

5. Vesting. 

only if the Participant satisfies the requirements of paragraph 5(c) (“Three-Year Continuous Employment Requirement”), except 
as otherwise provided in paragraph 7 (“Early CancellatiodAccelerated Vesting of PSUs”). 

(a) General. The Participant shall vest in the PSUs to the extent provided in paragraph 5(b) (“Performance Requirement”) 
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(b) Performance Requirement. 

during the three-year period beginning January 1,2004, and ending December 31,2006, relative to the combined weighted 
average annual TSR of the companies in the Standard & Poor’s 500 (“S&P 500””) Index and the companies in the 
Telecom Peer Company (“TPC”) Index during the same three-year period as provided in the following table: 

(1) The PSUs shall vest based on the average annual total shareholder return (“TSR) of Verizon’s common stock 

Reiative TSR Position Vested Percentage of PSUs* 

Below 20% 0% 
20% 40% 
30% 60% 
40% 80% 
50% 100% 
60% 120% 
70% 140% 

80% or more 200% 
* For amounts between 20% and SO%, the vested percentage of PSUs shall equal twice the Relative TSR Position (e.g., a Relative 

TSR Position of 52% equals a 104% vested percentage). However, the Committee’s discretion to administer the Plan includes the 
absolute discretion to reduce the vested percentage of PSUs at any Relative TSR Position, and the Committee’s exercise of this 
discretion shall be final, conclusive and binding. 

Note: No PSUs shall vest if the Relative TSR Position is less than 20% and the maximum percentage of PSUs to vest shall be 200%. 

(i) “Relative TSR Position” shall equal (A) 40% of the average annual Verizon S&P 500 TSR Position during 
the Award Cycle, plus (B) 60% of the average annual Verizon TPC TSR Position during the Award Cycle. The 
Committee’s discretion to administer the Plan includes the absolute discretion to substitute or eliminate companies 
in the Telecom Peer Index and determine the Relative TSR Position for any period, and the Committee’s exercise of 
this discretion shall be final, conclusive and binding. 

(ii) “Verizon S&P 500 TSR Position” shall be, as determined by the Committee, Verizon’s rank among 
companies in the S&P 500 Index in terms of TSR, expressed as a percentage equal to the number of companies in 
the S&P 500 Index with a TSR less than or equal to that of Verizon divided by the total number of companies in 
such index. 

(iii) “Verizon TPC TSR Position” shall be, as determined by the Committee, where Verizon would rank among 
companies in the Telecom Peer Company Index in terms of TSR if Verizon were included in such index, expressed 
as a percentage equal to the number of companies in the TPC Index with a TSR less than or equal to that of Verizon 
divided by the total number of companies in such index. 

(iv) “TSR” or “Total Shareholder Return” shall mean the change in the price of a share of common stock from 
the beginning of a period (as measured by the closing price of a share of such stock on the last trading day preceding 
the beginning of the period) until the end of such period (as measured by the closing price of a share of such stock 
on the last trading day of the period), adjusted to reflect the reinvestment of dividends (if any) through the purchase 
of common stock and as may be necessary to take into account stock splits or other events similar to those described 
in Section 4.3 of the Plan. 

(2) For purposes of the table set forth in paragraph 5(b)( 1)- 
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(v) “Award Cycle” shall mean the three-year period beginning on January 1,2004, and ending at the close of 
business on December 3 1,2006. 

(c) Three-Year Continuous Employment Requirement. Except as otherwise determined by the Committee, the PSUs 
shall vest only if the Participant is continuously employed by the Company from the date the PSUs are ganted through the end 
of the Award Cycle. 

(d) Transfer. Transfer of employment from Verizon to a Related Company (as defined in paragraph 13), from a Related 
Company to Verizon, or from one Related Company to another Related Company shall not constitute a separation from 
employment hereunder, and service with a Related Company shall be treated as service with the Company for purposes of the 
three-year continuous employment requirement in paragraph 5(c). 

6. Payment. All payments under this Agreement shall be made in cash. As soon as practicable after the end of the Award Cycle, 
except as described in paragraph 7(c), the value of the PSUs (minus any withholding for income taxes) shall be paid to the Participant 
(subject, however, to any deferral application that the Participant has made under the deferral plan (if any) then available to the 
Participant and under procedures adopted by the Plan Administrator). If the Participant dies before any payment due hereunder is 
made, such payment shall be made to the Participant’s beneficiary. Once a payment has been made with respect to a PSU, the PSU 
shall be canceled. 

7. Early CancellatiodAccelerated Vesting of PSUs. Subject to the provisions of paragraph 7(c), PSUs may vest or be forfeited 
before vesting in accordance with paragraph 5 as follows: 

(a) Voluntary Separation or Discharge for Cause. 

(as defined below), or (ii) separates from employment under circumstances not described in paragraph 7@), all then- 
unvested PSUs shall be canceled immediately and shall not be payable. 

inattention to or neglect of the duties and responsibilities assigned to the Participant; fraud, misappropriation or 
embezzlement involving the Company; or a material breach of the Code of Business Conduct or any of the Covenants set 
forth in Exhibit A to this Agreement, all as determined by the Plan Administrator in its discretion, or (ii) commission of 
any felony of which the Participant is finally adjudged guilty by a court of competent jurisdiction. 
(b) Retirement, Involuntary Termination Without Cause, Death or Disability. 

(1) If the Participant is not eligible to Retire (as defined in paragraph 7(b)(5)) and (i) quits, (ii) is terminated for Cause 

(2) For purposes of this Agreement, “Cause” means (i) grossly incompetent performance or substantial or continuing 

(1) This paragraph 7(b) shall apply if, on or before the last day of the Award Cycle, the Participant: 
(i) Retires (as defined below), or 
(ii) Separates from employment by reason of an involuntary termination without Cause (as determined by the 

Plan Administrator), death, or disability. 
(2)  Subject to paragraph 7(b)(3), if the Participant separates from employment under circumstances described in 

paragraph 7(b)( I), the Participant’s then-unvested PSUs shall be subject to the vesting provisions set forth in paragraph 5 
(a), except that the three-year continuous 
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employment requirement set forth in paragraph 5(c) shall not apply, provided that the Participant does not commit a 
material breach of any of the Covenants and provided that the Participant executes a release satisfactory to the Company 
waiving any claims he may have against the Company. 

(3) The Participant shall vest under this paragraph 7(b) only in a percentage of the PSUs that would otherwise have 
vested based upon the ratio of (i) the number of months the Participant was actively at work during the Award Cycle to (ii) 
the total number of months in the Award Cycle. For this purpose, a Participant who is actively at work through and 
including the 15th day of any month shall receive credit for the full month, and a Participant who is not actively at work 
through and including the 15th day of the month shall not receive any credit for that month. 

(4) Any PSUs that vest pursuant to paragraph 7(b)(3) shall be payable as soon as practicable after the end of the 
Award Cycle, except as described in paragraph 7(c). However, the Plan Administrator’s discretion to administer the Plan 
includes the absolute discretion to determine whether and the extent to which the Participant is eligible to receive DEUs 
with respect to dividends declared after the Participant’s separation from employment, and the Plan Administrator’s 
exercise of this discretion shall be final, conclusive and binding. 

(5)  For purposes of this Agreement, “Retire” means (i) to retire after having attained at least 15 years of Net Credited 
Service (as defined under the Verizon Management Pension Plan) and a combination of age and years of Net Credited 
Service that equals or exceeds 75 points, or (ii) retirement under any other circumstances determined in writing by the Plan 
Administrator. 
(c) Change in Control. Upon the occurrence of a Change in Control (as defined in the Plan) on or before the last day of 

the Award Cycle, all then-unvested PSUs shall vest and be payable immediately (without prorating of the award) at 50% of the 
maximum award payout without regard to the performance requirement in paragraph 5(b) or the three-year continuous 
employment requirement in paragraph 5(c); provided, however, that if the Participant terminates employment before the Change 
in Control occurs under the circumstances described in paragraph 7(b)(3), the immediately payable award described in this 
sentence shall be prorated as described in paragraph 7(b)(3). A Change in Control that occurs after the end of the Award Cycle 
shall have no effect on whether any PSUs vest or become payable. A Participant who receives the immediate award payment 
provided in this paragraph 7(c) shall be entitled to receive payment for all dividends declared before the Change in Control, even 
if such dividends are paid or payable after the Change in Control. 

(d) Vesting Schedule. Except as provided in paragraphs 7(b) and (c), nothing in this paragraph 7 shall alter the vesting 
schedule prescribed by paragraph 5. 

8. Shareholder Rights. The Participant shall have no rights as a shareholder with respect to shares of common stock to which 
this grant relates. Except as provided in the Plan or in this Agreement, no adjustment shall be made, for dividends or other rights for 
which the record date occurs while the PSUs are outstanding. 

9. Revocation or Amendment of Agreement. Except to the extent required by law or specifically contemplated under this 
Agreement (including, but not limited to, the determination of Relative TSR Position, Verizon S&P 500 TSR Position, and Verizon 
TPC TSR Position, and whether the Participant has been terminated for Cause, has a disability, or has satisfied the three-year 
continuous employment requirement), the Committee may not, without the written consent of the Participant, (a) revoke this 
Agreement insofar as it relates to the PSUs granted hereunder, or (b) make or change any determination or change any term, condition 
or provision affecting the PSUs if the determination or change would 
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materially and adversely affect the PSUs or the Participant’s rights thereto. Nothing in the preceding sentence shall preclude the 
Committee from exercising reasonable administrative discretion with respect to the Plan or this Agreement. 

10. Assignment. The PSUs shall not be assignable or transferable except by will or by the laws of descent and distribution. 
During the Participant’s lifetime, the PSUs may be deferred only by the Participant or by the Participant’s guardian or legal 
representative. 

11. Beneficiary, The Participant shall designate a beneficiary in writing and in such manner as is acceptable to the Plan 
Administrator. If the Participant fails to so designate a beneficiary, or if no such designated beneficiary survives the Participant, the 
Participant’s beneficiary shall be the Participant’s estate. 

12. Other Plans and Agreements. Any gain realized by the Participant pursuant to this Agreement shall not be taken into 
account as compensation in the determination of the Participant’s benefits under any pension, savings, group insurance, or other 
benefit plan maintained by Verizon or a Related Company, except as determined by the board of directors of such company. The 
Participant acknowledges that receipt of this Agreement or any prior PSU agreement shall not entitle the Participant to any other 
benefits under the Plan or any other plans maintained by the Company. 

13. Company and Related Company. For purposes of this Agreement, “Company” means collectively Verizon and Related 
Companies. “Related Company” means (a) any corporation, partnership, joint venture, or other entity in which Verizon holds a direct 
or indirect ownership or proprietary interest of 50 percent or more, or (b) any corporation, partnership, joint venture, or other entity in 
which Verizon holds an ownership or other proprietary interest of less than 50 percent but which, in the discretion of the Committee, 
is treated as a Related Company for purposes of this Agreement. 

14. Employment Status. The grant of the PSUs shall not be deemed to constitute a contract of employment between the 
Company and the Participant, nor shall it constitute a right to remain in the employ of any such company. 

15. Withholding. The Participant shall be responsible for any income taxes and the employee portion of any employment taxes 
that arise in connection with this grant of PSUs, and the Company shall make such arrangements as it deems necessary for 
withholding of any taxes it determines are required to be withheld pursuant to any applicable law or regulation. 

16. Securities Laws. The Company shall not be required to make payment with respect to any shares of common stock prior to 
the admission of such shares to listing on any stock exchange on which the stock may then be listed and the completion of any 
registration or qualification of such shares under any federal or state law or rulings or regulations of any government body that the 
Company, in its sole discretion, determines to be necessary or advisable. 

17. Committee Authority. The Committee shall have complete discretion in the exercise of its rights, powers, and duties under 
this Agreement. Any interpretation or construction of any provision of, and the determination of any question arising under, this 
Agreement shall be made by the Committee in its sole discretion and shall be final, conclusive, and binding. The Committee may 
designate any individual or individuals to perform any of its functions hereunder. 

18. Successors. This Agreement shall be binding upon, and inure to the benefit of, any successor or successors of the Company 
and the person or entity to whom the PSUs may have been transferred by will, the laws of descent and distribution, or beneficiary 
designation. All terms and conditions of this 
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Agreement imposed upon the Participant shall, unless the context clearly indicates otherwise, be deemed, in the event of the 
Participant’s death, to refer to and be binding upon such last-mentioned person or entity. 

19. Construction. This Agreement is intended to grant the PSUs upon the terms and conditions authorized by the Plan. Any 
provisions of this Agreement that cannot be so administered, interpreted, or construed shall be disregarded. In the event that any 
provision of this Agreement is held invalid or unenforceable by a court of competent jurisdiction, such provision shall be considered 
separate and apart from the remainder of this Agreement, which shall remain in full force and effect. In the event that any provision is 
held to be unenforceable for being unduly broad as written, such provision shall be deemed amended to narrow its application to the 
extent necessary to make the provision enforceable according to applicable law and shall be enforced as amended. 

20. Defined Terms. Except where the context clearly indicates otherwise, all capitalized terms used herein shall have the 
definitions ascribed to them by the Plan, and the terms of the Plan shall apply where appropriate. 

21. Execution of Agreement. The Participant shall indicate consent to the terms of this Agreement (including its Exhibit) and 
the Plan by executing this Agreement pursuant to the instructions provided and otherwise complying with the requirements of 
paragraph 3. The Participant and Verizon hereby expressly agree that the use of electronic media to indicate confirmation, consent, 
signature, acceptance, agreement and delivery shall be legally valid and have the same legal force and effect as if the Participant and 
Verizon executed this Agreement (including its Exhibit) in paper form. 

22. Confidentiality. Except to the extent otherwise required by law, the Participant shall not disclose, in whole or in part, any of 
the terms of this Agreement. This paragraph 22 does not prevent the Participant from disclosing the terms of this Agreement to the 
Participant’s spouse or to the Participant’s legal, tax, or financial adviser, provided that the Participant take all reasonable measures to 
assure that he or she does not disclose the terms of this Agreement to a third party except as otherwise required by law. 

parties to this Agreement may have (including the right of the Company to terminate the Participant for Cause), the Participant 
acknowledges that- 

23. Additional Remedies. In addition to any other rights or remedies, whether legal, equitable, or otherwise, that each of the 

(a) The Covenants in Exhibit A to this Agreement are essential to the continued goodwill and profitability of the Company; 
(b) The Participant has broad-based skills that will serve as the basis for employment opportunities that are not prohibited by 

the Covenants in Exhibit A; 

(c) When the Participant’s employment with the Company terminates, the Participant shall be able to earn a livelihood without 
violating any of the Covenants in Exhibit A; 

(d) Irreparable damage to the Company shall result in the event that the Covenants in Exhibit A are not specifically enforced 
and that monetary damages will not adequately protect the Company from a breach of these Covenants; 

(e) If any dispute arises concerning the violation by the Participant of the Covenants in Exhibit A, an injunction may be issued 
restraining such violation pending the determination of such controversy, and no bond or other security shall be required in 
connection therewith; 



(f) 

(g) 

Such Covenants shall continue to apply after any expiration, termination, or cancellation of this Agreement; and 
The Participant’s breach of any of such Covenants shall result in the Participant’s immediate forfeiture of all rights and 
benefits under this Agreement. 
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Exhibit A - Covenants 

1. Noncompetition - In consideration for the benefits described in the Agreement to which this Exhibit A is attached, you, the 

(a) Prohibited Conduct - During the period of your employment with the Company, and for the period ending six 
months after your termination of employment for any reason from the Company, you shall not, without the prior written consent 
of the Plan Administrator: 

Participant, agree that: 

(1) 
(2) 

personally engage in Competitive Activities (as defined below); or 
work for, own, manage, operate, control, or participate in the ownership, management, operation, or control of, or 
provide consulting or advisory services to, any individual, partnership, firm, corporation, or institution engaged in 
Competitive Activities, or any company or person affiliated with such person or entity engaged in Competitive 
Activities; provided that your purchase or holding, for investment purposes, of securities of a publicly traded 
company shall not constitute “ownership” or “participation in ownership” for purposes of this paragraph so long as 
your equity interest in any such company is less than a controlling interest; 

provided that this paragraph (a) shall not prohibit you from (i) being employed by, or providing services to, a consulting firm, 
provided that you do not personally engage in Competitive Activities or provide consulting or advisory services to any individual, 
partnership, firm, corporation, or institution engaged in Competitive Activities, or any company or person affiliated with such person 
or entity engaged in Competitive Activities, or (ii) engaging in the private practice of law as a sole practitioner or as a partner in (or as 
an employee of or counsel to) a law firm in accordance with applicable legal and professional standards. 

(b) Competitive Activities - For purposes of the Agreement to which this Exhibit A is attached, “Competitive Activities” 
means business activities relating to products or services of the same or similar type as the products or services (1) which are 
sold (or, pursuant to an existing business plan, will be sold) to paying customers of the Company, and (2) for which you then 
have responsibility to plan, develop, manage, market, oversee or perform, or had any such responsibility within your most recent 
24 months of employment with the Company. Notwithstanding the previous sentence, a business activity shall not be treated as 
a Competitive Activity if the geographic marketing area of the relevant products or services sold by you or a thiid party does not 
overlap with the geographic marketing area for the applicable products and services of the Company. 

2. Interference With Business Relations - During the period of your employment with the Company, and for a period ending 
with the expiration of twelve (12) months following your termination of employment for any reason from the Company, you shall not, 
without the written consent of the Plan Administrator: 

recruit or solicit any employee of the Company for employment or for retention as a consultant or service provider; 
hire or participate (with another company or third party) in the process of hiring (other than for the Company) any person 
who is then an employee of the Company, or provide names or other information about Company employees to any person, 
entity or business (other than the Company) under circumstances that could lead to the use of any such information for 
purposes of recruiting or hiring; 
interfere with the relationship of the Company with any of its employees, agents, or representatives; 



VERIZON COMMUNICATIO RR Oonnelley ProFile ;:’;Pi CHMpeppjOcm 02-Nov-2004 1208 EST 97432 EX10-2 9 2* 
FORM 10-Q NYM CLN HTMESS OC 

Page 1 of 1 

(d) solicit or induce, or in any manner attempt to solicit or induce, any client, customer, or prospect of the Company (1) to 
cease being, or not to become, a customer of the Company or (2) to divert any business of such customer or prospect from 
the Company; or 
otherwise interfere with, disrupt, or attempt to interfere with or disrupt, the relationship, contractual or otherwise, between 
the Company and any of its customers, clients, prospects, suppliers, consultants, or employees. 

3. Return Of Property; Intellectual Property Rights - You agree that on or before your termination of employment for any 

(e) 

reason with the Company, you shall return to the Company all property owned by the Company or in which the Company has an 
interest, including fiies, documents, data and records (whether on paper or in tapes, disks, or other machine-readable form), office 
equipment, credit cards, and employee identification cards. You acknowledge that the Company is the rightful owner of any 
programs, ideas, inventions, discoveries, patented or copyrighted material, or trademarks that you may have originated or developed, 
or assisted in originating or developing, during your period of employment with the Company, where any such origination or 
development involved the use of Company time, information or resources, or the exercise of your responsibilities for or on behalf of 
the Company. You shall at all times, both before and after termination of employment, cooperate with the Company in executing and 
delivering documents requested by the Company, and taking any other actions, that are necessary or requested by the Company to 
assist the Company in patenting, copyrighting, protecting, enforcing or registering any programs, ideas, inventions, discoveries, works 
of authorship, data, information, patented or copyrighted material, or trademarks, and to vest title thereto solely in the Company. 

4. Proprietary And Confidential Information - You shall at all times preserve the confidentiality of all Proprietary 
Information (defined below) and trade secrets of the Company, except and to the extent that disclosure of such information is legally 
required. “Proprietary information” means information or data related to the Company, including information entrusted to the 
Company by others, which has not been fully disclosed to the public by the Company and which is treated as confidential or protected 
within the business of the Company or is of value to competitors, such as strategic or tactical business plans; undisclosed financial 
data; ideas, processes, methods, techniques, systems, non-public information, models, devices, programs, computer software, or 
related information; documents relating to regulatory matters and correspondence with governmental entities; undisclosed 
information concerning any past, pending, or threatened legal dispute; pricing and cost data; reports and analyses of business 
prospects; business transactions that are contemplated or planned; research data; personnel information and data; identities of users 
and purchasers of the Company’s products or services; and other confidential matters pertaining to or known by the Company, 
including confidential information of a third party that you know or should know the Company is obligated to protect. 

5. Definitions - Except where clearly provided to the contrary, all capitalized terms used in this Exhibit A shall have the 
definitions given to those terms in the Agreement to which this Exhibit A is attached. 

6. Agreement to Covenants. You shall indicate your agreement to these Covenants in accordance with the instructions 
provided. You and Verizon hereby expressly agree that the use of electronic media to indicate confirmation, consent, signature, 
acceptance, agreement and delivery shall be legally valid and have the same legal force and effect as if you and Verizon executed 
these Covenants in paper form. 
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Exhibit 12 

Computation of Ratio of Earnings to Fixed Charges 
Verizon Communications Inc. and Subsidiaries 

(Dollars in Millions) 
Nine Months Ended 
September 30,2004 

Income before provision for income taxes, discontinued operations and cumulative effect 
of accounting change 6,809 

148 . .., 
Interest expense 1,809 
Portion of rent exoense reoresenting interest ??A " .,., . 
Amortization of capitalized interest 79 

Income, as adjusted $ 10,379 

115 

Fixed charges $ 2,264 
~ ~~ 

Ratio of earnings to fixed charges 4.58 
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EXHIBIT 31.1 

I, Ivan G. Seidenberg, certify that: 
1. 

2. 
I have reviewed this quarterly report on Form IO-Q of Verizon Communications Inc.; 
Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact 
necessary to make the statements made, in light of the circumstances under which such statements were made, not misleading 
with respect to the period covered by this report; 
Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all 
material respects the financial condition, results of operations and cash flows of the registrant as of, and for, the periods 
presented in this report; 

3. 

4. The registrant’s other certifying officer and I are responsible for establishing and maintaining disclosure controls and procedures 
(as defined in Exchange Act Rules 13a-l5(e) and 15d-l5(e)) for the registrant and have: 

(a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under 
our supervision, to ensure that material information relating to the registrant, including its consolidated subsidiaries, is 
made known to us by others within those entities, particularly during the period in which this report is being prepared; 
Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report our 
conclusions about the effectiveness of the disclosure controls and procedures, as of the end of the period covered by this 
report based on such evaluation; and 
Disclosed in this report any change in the registrant’s internal control over financial reporting that occurred during the 
registrant’s most recent fiscal quarter that has materially affected, or is reasonably likely to materially affect, the 
registrant’s internal control over financial reporting; and 

The registrant’s other certifying officer and I have disclosed, based on our most recent evaluation of internal control over 
financial reporting, to the registrant’s auditors and the audit committee of the registrant’s board of directors (or persons 
performing the equivalent functions): 

(a) All significant deficiencies and material weaknesses in the design or operation of internal control over fiiancial reporting 
which are reasonably likely to adversely affect the registrant’s ability to record, process, summarize and report financial 
information; and 
Any fraud, whether or not material, that involves management or other employees who have a significant role in the 
registrant’s internal control over financial reporting. 

(b) 

(c) 

5. 

(b) 

Date: November 8.2004 Is1 Ivan G. Seidenberg 
Ivan G. Seidenberg 
Chairman and Chief Executive Officer 
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EXHIBIT 31.2 

I, Doreen A. Toben, certify that: 
1. 
2. 

I have reviewed this quarterly report on Form IO-Q of Verizon Communications Inc.; 
Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact 
necessary to make the statements made, in light of the circumstances under which such statements were made, not misleading 
with respect to the period covered by this report; 
Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all 
material respects the financial condition, results of operations and cash flows of the registrant as of, and for, the periods 
presented in this report; 
The registrant’s other certifying officer and I are responsible for establishing and maintaining disclosure controls and procedures 
(as defined in Exchange Act Rules 13a-l5(e) and 15d-15(e)) for the registrant and have: 

(a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under 
our supervision, to ensure that material information relating to the registrant, including its consolidated subsidiaries, is 
made known to us by others within those entities, particularly during the period in which this report is being prepared; 
Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report our 
conclusions about the effectiveness of the disclosure controls and procedures, as of the end of the period covered by this 
report based on such evaluation; and 
Disclosed in this report any change in the registrant’s internal control over financial reporting that occurred during the 
registrant’s most recent fiscal quarter that has materially affected, or is reasonably likely to materially affect, the 
registrant’s internal control over financial reporting; and 

The registrant’s other certifying officer and I have disclosed, based on our most recent evaluation of internal control over 
financial reporting, to the registrant’s auditors and the audit committee of the registrant’s board of directors (or persons 
performing the equivalent functions): 

(a) All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting 
which are reasonably likely to adversely affect the registrant’s ability to record, process, summarize and report financial 
information; and 
Any fraud, whether or not material, that involves management or other employees who have a significant role in the 
registrant’s internal control over financial reporting. 

3. 

4. 

(b) 

(c) 

5. 

(b) 

Date: November 8,2004 Is/ Doreen A. Toben 
Doreen A. Toben 
Executive Vice President 
and Chief Financial Officer 
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EXHIBIT 32.1 

CERTIFICATION OF CHIEF EXECUTIVE OFFICER PURSUANT TO SECTION 906 OF THE SARBANES-OXLEY ACT OF 
2002, PURSUANT TO SECTION 1350 OF CHAPTER 63 OF TITLE 18 OF THE UNITED STATES CODE 

I, Ivan G.  Seidenberg, Chairman and Chief Executive Officer of Verizon Communications Inc. (the “Company”), certify that: 

(1) the report of the Company on Form 10-Q for the quarterly period ending September 30,2004 (the “Report”) fully complies 
with the requirements of section 13(a) of the Securities Exchange Act of 1934 (the “Exchange Act”); and 

(2) the information contained in the Report fairly presents, in all material respects, the financial condition and results of 
operations of the Company as of the dates and for the periods referred to in the Report. 

Date: November 8,2004 /SI Ivan G. Seidenberg 
~~ ~~~ 

Ivan G. Seidenberg 
Chairman and Chief Executive Officer 

A signed original of this written statement required by Section 906, or other document authenticating, acknowledging, or otherwise 
adopting the signature that appears in typed form within the electronic version of this written statement required by Section 906, has 
been provided to Verizon Communications Inc. and will be retained by Verizon Communications Inc. and furnished to the Securities 
and Exchange Commission or its staff upon request. 
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EXHIBIT 32.2 

CERTIFICATION OF CHIEF FINANCIAL OFFICER PURSUANT TO SECTION 906 OF THE SARBANES-OXLEY ACT OF 
2002, PURSUANT TO SECTION 1350 OF CHAPTER 63 OF TITLE 18 OF THE UNITED STATES CODE 

I, Doreen A. Toben, Executive Vice President and Chief Financial Officer of Verizon Communications Inc. (the “Company”), certify 
that: 

(1) the report of the Company on Form 10-Q for the quarterly period ending September 30, 2004 (the “Report”) fully complies 
with the requirements of section 13(a) of the Securities Exchange Act of 1934 (the “Exchange Act”); and 

(2) the information contained in the Report fairly presents, in all material respects, the financial condition and results of 
operations of the Company as of the dates and for the periods referred to in the Report. 

Date: November 8,2004 Id Doreen A. Toben 

Doreen A. Toben 
Executive Vice President 
and Chief Financial Officer 

A signed original of this written statement required by Section 906, or other document authenticating, acknowledging, or otherwise 
adopting the signature that appears in typed form within the electronic version of this written statement required by Section 906, has 
been provided to Verizon Communications Inc. and will be retained by Verizon Communications Inc. and furnished to the Securities 
and Exchange Commission or its staff upon request. 
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From analog to digital, wired to wireless, narrowband to broadband, Verizon 
has been at the forefront of the transformation in the communications 

industry - reinventing ourselves to put technology to work for customers. 
A s  Internet-based technologies transform communications once again, we 

are committed to leading the way by deploying the high-speed wireline and 
wireless networks and developing the e-business capabilities that will 
usher in a new era of innovation in voice and data services for homes and 

businesses. With world-class networks, an expanding portfolio of advanced 

services and an overriding belief in the power of innovation to differentiate 

us in the marketplace, Verizon is changing the way people communicate ... 
and continuing to invent the future for ourselves and our customers. 

1 



Last year was another tough year in the communications 
industry, particularly for shareowners. Despite the turmoil, 
Verizon delivered solid operating results while we continued 
transforming ourselves for the future. 

The more dynamic the industry, the more important it is to 
stick with your beliefs about what it takes to grow over the 
long term. 

At Verizon, we believe that new technologies are expanding 
the market for communications, so we continued in 2003 to shift 
our investment and management focus to the growth markets of 
wireless and broadband. 

We believe that leaders in competitive, technology-driven 
industries differentiate themselves through innovation and a supe- 
rior value proposition, so we turned up the heat on developing 
new products and packaging them in ways customers want to 
receive them. 

We believe that, in a consolidating communications industry, a 
sound business model based on superior assets, financial 
strength and a leading brand is the key to controlling your 
own destiny. 

And we believe that great companies must do more than 
deliver great service. They must operate with ethics and integrity, 
and give something back to society. 

We have built a company capable of sustaining its leadership 
in a restructuring industry, and we are committed to breaking 
through the remaining barriers to growth in communications to 
deliver the full value of our assets to customers and shareowners. 

2003 Financial Performance 
Verizon’s 2003 operating revenues rose slightly over 2002. up 
0.7 percent to $67.8 billion. We offset declining revenues 
in our traditional local telephone business with continued 
growth in long-distance and broadband and, especially, another 
spectacular year of profitable growth from Verizon Wireless. 

Earnings for the year were $3.1 billion, which included net 
charges of $4.2 billion related to accounting changes; the sale of 
assets; and the severance, pensions and benefits for employees 
who left the business under voluntary separation plans we 
offered in 2003. These plans reduced our total workforce by 
more than 25,000 people, most of them in slower-growth areas 
of the business, and put our traditional business on a more com- 
petitive footing by making us a leaner organization while lowering 
our cost structure going forward. 
2 

While the stock market rebounded in 2003, telecom stocks did 
not, and Verizon was no exception. Our total return declined by 
5.6 percent on the year. When we look at our performance over 
the last five years, we have outperformed our peers in the S&P 
Telecom Services Index but lag the S&P 500 Index as a whole. 

Although our stock performed better in the first two months of 
2004, the fact remains that, in general, shareowners have not 
benefited from the transformation in communications in the way 
customers have. 

Our core businesses continue to produce extremely healthy 
cash flows. And while others in the communications industry 
scramble to assemble the assets they need to compete, we 
used our financial strength to improve our balance sheet by 
reducing debt nearly 15 percent, or $8 billion; invested almost 
$12 billion in our networks; and paid $4.2 billion in dividends. 
This puts us among the leaders in corporate America in terms of 
capital investment and dividends. 

Market leaders are obliged to show the path to growth, and 
that’s what we intend to do. Verizon will continue to demonstrate 
to investors that we believe in the long-term growth of this 
industry and have the people, strategies and resources to 
achieve it. 

2003 Operating Results 
Our 2003 operating results show that we are executing our 
strategic plans. 

Results from Verizon Wireless show what happens when you 
commit yourself to leadership. As competition heated up, we 
actually widened our lead on the rest of the industry, turning in the 
highest revenue growth, best margins and lowest cost structure 
of all the major carriers. We maintained our edge in network 
quality and introduced a steady stream of new products and 
pricing plans, including a number of wireless data products that 
will account for an increasing percentage of revenue growth. 

We also made progress in shifting the revenue base of our 
Domestic Telecom business from the declining traditional voice 
business to the growth markets of data, broadband, large busi- 
ness and long-distance. Long-distance is now a $2 billion 
business, up almost 20 percent for the year, and we entered 
2004 with 2.3 million broadband customers. We also had good 
success in penetrating the large-business market by building out 
our national fiber-optic network and offering an enhanced suite 
of advanced data services to major customers. 



I Verizon’s growth areas - Wireless, Long-Distance, DSL and Data-have increased their share of overall revenue in recent years. 

Our Information Services unit put its core print directory 
product on a healthier footing by improving efficiency and 
increasing cash flow. We are leveraging the strength of our print 
product to transform Information Services into a multi-platform 
directory provider - in print, online and over wireless phones. 

In International. we continued to dispose of non-strategic 
assets and focus our investments on businesses that enhance 
our domestic strategies. As we extend the Verizon brand into 
new areas, as we did recently in the Dominican Republic, our 
goal is to operate these businesses with the same standards of 
quality and integrity as our domestic operations. 

In the chart at the top of this page, you can see the results 
of our efforts to change the growth profile of Verizon: since 2001, 
we have increased the portion of revenues from growth busi- 
nesses from 38 percent to 47 percent. To keep that momentum 
going, we are moving quickly to shift capital investment toward 
new technologies that will produce higher revenue streams: 
expanding the reach of DSL; deploying a national wireless data 
network; becoming the first in the nation to offer wide-area wire- 
less broadband service; and, in 2004, beginning to deploy fiber 
to the mass market and transform our network infrastructure 
around Internet protocols. 

One more accomplishment of 2003 is worth noting because it 
demonstrates our commitment to doing the right thing for share- 
owners while meeting our obligations to employees and retirees. 
Under extremely challenging circumstances, we negotiated a five- 
year labor contract with 79,000 union-represented employees in 
our Domestic Telecom business that stabilizes future increases in 
labor costs, provides innovative solutions to escalating medical 
costs and preserves long-term health care benefits for retirees. 
This landmark contract provides stability and certainty not only for 
the company, but also for our employees and retirees, making us 
more competitive now and in the future. 

Looking Ahead 
As I write this letter, the wireiess segment of the industry has 
begun to consolidate with Cingular’s plan to purchase AT&T 
Wireless. In our judgment, consolidation is a stabilizing factor for 
the wireless industry. And, while competitors play catch-up to 
extend the reach and improve the quality of their networks, we 
believe the most immediate beneficiary is likely to be the 
acknowledged market leader, Verizon Wireless. 

i 

The same can be said of Verizon’s position overall in an 
industry being restructured by competition and new technologies. 

While others in the industry attempt to emulate Verizon’s inte- 
grated national structure, we can focus on using this period of 
disruptive change to widen the gap between us and our com- 
petitors. Across all our businesses, we are drawing upon deep 
management experience, a strong nationwide brand and our 
investments in advanced technology in order to gain market share 
today, and create new sources for growth in 2004 and beyond. 

As we have done in the past, we will continue to use our 
strong cash flows to strengthen our balance sheet without jeop- 
ardizing the capital needed for future growth. 

We are confident that we have the assets and business model 
to steer our own ship in a consolidating industry. More important, 
we have the people. Our senior leaders have consistently demon- 
strated their ability to execute and willingness to raise our 
standards of performance. They lead the organization with their 
focus on accountability, integrity and doing things the right way. 
Our Board of Directors has guided our growth over the years as 
we built the best collection of assets in the communications 
industry. And our employees have responded to extraordinary 
operational and competitive challenges with determination, 
creativity and dedication to customer service. 

I would like to thank our two retiring directors, Chuck Lee 
and Russ Palmer, for their vision and guidance over the years. 
And I would especially like to thank our amazing employees, who 
kept customers connected last year through blackouts, rains, 
hurricanes and fires. Their love of this business is an inspiration 
to us all. 

We look forward to the future with confidence in the funda- 
mental strength of our company and with a commitment to deliver 
the benefits of a new world of communications to our customers, 
our employees and our shareowners. 

Ivan G. Seidenberg 
Chairman and Chief Executive Officer 
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By nearly every measure - customer satisfaction, 
profitability, innovation, network reliability, revenue, 
cash flow generation and customer growth - 
Verizon Wireless is the nation's leading wireless 
provider. We continue to outperform the rest 
of the industry, and last year we were recognized 
as having the best wireless network by a major 
research organization and several national 
publications. 

quality gives Verizon Wireless the most loyal 
customer relationships in the industry and 
continues to fuel our growth. In the fourth quarter 
of 2003, as new local number portability rules 
allowed wireless customers to switch carriers 
without changing phone numbers, Verizon 
Wireless's "churn" rate of customer turnover 
reached record lows. We added a net of 5 million 
customers in 2003 - increasing our customer 
base by 15.5 percent, to more than 37.5 million, 
in a highly competitive market. 

Verizon Wireless also extended its lead by 
rolling out several popular new services, including 
picture messaging; Push To Talk walkie-talkie 
service; and a host of downloadable games, 
ring tones and applications like SuperPages.com 
On The Go. We completed deployment of our 
high-speed wireless data technology nationwide, 
which enables applications popular with large 
business customers. And this year, we will 
use innovation to differentiate us even further 
as we begin expanding our BroadbandAccess 
service in additional markets across the 
country. BroadbandAccess from Verizon Wireless 
will be the fastest wireless wide-area data 
connection available. 

We saw a dramatic rise in data revenue 
and usage in 2003, and we expect this momentum 
to continue. To help our customers take full 
advantage of our data capabilities, we will continue 
to roll out an array of applications and advanced 
mobile devices customized to present visual 
content that will further increase usage 
of data and messaging services for home and 
business customers. 

That record of superior service and network 
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we bring broadband to the home and office 
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Remember the world before the Internet? 
You may wonder how kids did their homework 

without it - or how you worked from home, or kept 
in touch with your grandchildren at college, 
or did your holiday shopping at the last minute. 

important part of modern life. To support this 
"all-broadband, all-the-time'' lifestyle, Verizon has 
been transforming our wireless and wireline networks 
to deliver high-speed connectivity to more 
customers than ever before. 

DSL service and grew our customer base by 
almost 40 percent, to 2.3 million. SuperPages.com, 
our online directory product, helps consumers find 
what they need on the Internet and has seen 
a dramatic increase in user searches. For the large- 
business Enterprise market, we have expanded 
our advanced, high-speed data networking services 
over our national fiber-optic network. And at Verizon 
Wireless, we operate a nationwide data network 
and have launched the fastest commercial wide-area 
wireless data technology available today. 

Now we're about to take the next step to bring 
broadband to the mass market. 

This year, Verizon will begin a widespread 
deployment of fiber-optic technology to homes and 
small businesses, delivering Internet, video, 
music and other content at speeds far greater than 
cable modems. We also will begin to deploy Internet 
switches and other next-generation technologies 
to enable our networks to  handle voice, data 
and video simultaneously. And we will expand our 
wireless broadband network in major markets across 
the country, adding new capabilities for large 
business customers. 

These next-generation networks will link to all 
kinds of devices - anywhere, anytime - and enable 
a whole new generation of services, from voice- 
over-the-Internet to video messaging to interactive 
learning, and more. We are committed to 
unleashing the full potential of broadband to the 
marketplace - inspiring innovative new products and 
improving the quality of life for our customers 
at home and at work. 

High-speed access to the Internet is an ever more 

In 2003, we extended the reach of our high-speed 

2001 2002 2003 
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Verizon gains share in t he  business market 

1 2001 2002 2003 

2001 2002 2003 

Verizon provides sophisticated, integrated communi- 
cations solutions to  large business customers by 
leveraging the strength of our wireline and wireless 
networks. 

tomer relationships and use our ability to carry 
interstate voice and data traffic to grow our share of 
the large-business, education and government mar- 
kets. We are investing for growth by expanding our 
advanced, high-speed wireline data network to major 
markets across the country. We also have the 
nation’s biggest and most reliable wireless voice and 
data network. We are launching a number of services 
tailored for the business market, such as the EV-00 
technology behind Verizon Wireless’s new 
BroadbandAccess service, and wireless remote 
access. For smaller businesses, the expanded capa- 
bilities of our SuperPages.com online directory give 
advertisers an effective way to reach more customers 
by offering them a Web presence and a greater ability 
to be found in local Internet searches when cus- 
tomers are ready to buy. 

To grow our share 05 the large-business market, 
we have launched a major network expansion called 
Enterprise Advance, which builds on our close 
customer relationships with Fortune 1000 companies. 
Enterprise Advance not only expands the geographic 
reach of existing products - such as long-distance, 
data, fiber rings and optical transport - but also 
introduces new, Internet-protocol services such 
as voice-over-IP and virtual private networks. With 
this expanded capability, we can offer customers 
greater speeds, more bandwidth, and the increasing 
flexibility to merge and manage their voice and data 
traffic on a single network. We anchor this offer 
with our unsurpassed record of service and reliability. 

As a result of our increased focus on this impor- 
tant marketplace, Verizon is gaining market share 
among large business customers. By transforming 
from a local carrier to a national carrier, Verizon 
is creating a promising new growth market and 
providing additional value to our largest customers. 

Verizon is fast becoming an “all-distance’’ 
company in the eyes of our customers. Large busi- 
nesses are now turning to  Verizon when looking 
for a communications partner that can provide local, 
long-distance and wireless services, with the 
expertise to design and manage their most sophisti- 
cated data networks. 

Our strategy is to build on our strong existing cus- 
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Verizon makes our-:-communities stronger 

Verizon has promises to keep - making our 
company even stronger in corporate character 
as well as on the bottom line. 

Our commitment to social responsibility 
includes: corporate governance; financial 
reporting and customer privacy guidelines; 
environmental and diversity programs; 
investments to promote economic growth 
and community development; and support for 
local and national charitable organizations 
through volunteerism and contributions. 

While we have thousands of nonprofit 
partners and contribute to a broad range of 
charitable concerns, literacy is one priority 
that extends across all Verizon business units. 
Under the banner of our signature Verizon 
Reads program, we engage in a number 
of initiatives to increase awareness of this crit- 
ical issue, raise money and encourage 
collaboration among literacy organizations. 

One of our most effective weapons 
in the fight for literacy is our engaged and 
committed workforce. For example, every year 
employees all across Verizon participate 
in Season’s Readings, our holiday book drive 
for children. We also have an online literacy 
resource on SuperPages.com called Enlighten 
Me, as well as a number of international 
literacy programs. 

More broadly, Verizon matches employee 
contributions and volunteer hours to any 
qualified nonprofit organization, which helped 
extend our helping hand to a wide range 
of concerns - from the United Way to Junior 
Achievement, to mentoring programs such as 
Aspira, to global needs such as disaster 
relief and the fight against AIDS. 

program called HopeLine, which resells, 
refurbishes or recycles used cell phones to 
provide resources to combat domestic 
violence. 

Corporate responsibility has many 
dimensions, and Verizon has a long record 
of leadership in all these areas. 

Verizon Wireless also operates a signature 
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What is Verizon‘s dividend policy? Are you considering 
dividend increases? 

We view a stable dividend as an important way to return value 
to shareowners. Over the past three years, we’ve paid more 
than $12.6 billion in dividends, putting us among the top 
dividend-paying companies in the Fortune 500. 

Dividends are only one way to use cash to return value. 
Another way is to strengthen our balance sheet, which is why 
we’ve reduced our debt by  more than $18 billion since year- 
end 2001. We’re also investing in next-generation technology 
that will make us more competitive and accelerate our long- 
term revenue growth. We’ll continue to evaluate these three 
priorities - dividend increases, debt reduction and capital 
investment - to strike the right balance as we increase the 
value of your investment. 

With the stock price decline last year, why didn‘t Verizon buy 
back any shares? 

Our number-one priority for using free cash flow over the last 
two years has been reducing debt. While our goal is to continue 
to reduce our debt levels, we have flexibility to consider other 
uses for cash in 2004 and beyond. 

You reduced your workforce by 25,000 in 2003. With so many 
employees leaving the company, what are the financial 
impacts? 

First, I am pleased that we were able to do almost all of this 
downsizing through voluntary programs. Having a smaller 
workforce has made us financially stronger. The charges for 
severance, pension enhancements and related payments will 
be recovered over a relatively short timeframe through cost 
savings, and we recorded pension and other post-retirement 
benefit costs in 2003 that we would otherwise have incurred in 
future years. The resulting lower cost structure, particularly in 
Domestic Telecom, will make us more competitive. 

How much confidence can investors place in Verizon’s 
corporate governance processes? 

I know that we are absolutely doing the right things in this 
area. Our goal is to operate our business with the highest 
level of integrity and accountability and to continue to build 
on the trust that we have earned over the years. We have a 
strong, active and independent Board of Directors which over- 
sees, as well as challenges, our management. Our commitment 
to outstanding governance doesn’t stop at the Board. It is 
reinforced with our employees worldwide through a compre- 
hensive Code of Business Conduct. I invite shareowners to 
evaluate our Corporate Governance Guidelines and Code of 
Business Conduct for themselves on our investor Web site 
(www.verizon.com/investor). 
12 

Verizon has had little revenue growth for the last two years. 
When will growth begin to accelerate? 

It’s significant that Verizon did grow revenues slightly in 2003 
while others in our industry saw them decline. Certainly, that’s 
largely attributable to our having the fastest-growing, most 
profitable wireless company in the business. At the same time, 
we’ve used the healthy cash flows generated by our telecom 
and directory businesses to reinvest in technology and expand 
into new markets that will transform our growth profile in the 
future. I think that investors can feel confident about our posi- 
tioning for accelerated revenue growth in the future. 

Every year it seems we hear about another new communica- 
tions technology that seems to present a competitive threat. 
How real are these threats? 

Given the sophistication of our networks, we don’t view 
technology as a threat. As we upgrade our networks year 
after year, we routinely incorporate new technologies on an 
unprecedented scale. So we view any great new technology as 
an opportunity to re-energize the market and re-excite our 
imagination. We’re already deploying fast, secure 3-G (third- 
generation) technology to deliver broadband speeds to wireless 
customers. We’re already redesigning our network around 
IP (Internet protocol) “softswitches” and other packet techno- 
logies - which is a driver for voice-over-IP deployment on a 
mass scale. And, most recently, we’ve made a commitment to 
bring fiber directly to the customer premises, which will deliver 
unprecedented broadband speeds to customers. 

Why would an investor maintain Verizon as an investment 
over other alternatives? 

We have done the work to build a market leader in wireless, 
telecom and information services, and we’ve shown that we 
know how to manage major shifts in technology and customer 
requirements. By continuing to invest in the latest technologies 
and the development of new services, we differentiate Verizon 
from our competitors and position ourselves as a top-choice 
communications provider in the eyes of our customers. These 
actions have allowed us to slightly improve our revenues in 
2003 and position us for the best revenue opportunities in the 
years ahead. 

Verizon will be one of the winners in the expanding world of 
communications because we have invested in the right assets 
at the right time. 



VERIZON COMMUNICATIONS INC. AND SUBSIDIARIES 

selected financial data 

(dollars in millions, except per share amounts) 
2003 2002 2001 2000 1999 

Results of Operations 
Operating revenues 
Operating income 
Income before discontinued operations, extraordinary items 

and cumulative effect of accounting change 
Per common share - basic 
Per common share - diluted 

Net income 
Net income available to common shareowners 

Per common share - basic 
Per common share - diluted 

Cash dividends declared per common share 

Financial Position 
Total assets 
Long-term debt 
Employee benefit obligations 
Minority interest, including a portion 

Shareowners' investment 
subject to redemption requirements 

$ 67,752 
7,494 

3,509 
1.27 
1.27 

3,077 
3,077 

1.12 
1.11 
1.54 

$165,968 
39,413 
16,759 

24,348 
33,466 

$ 67,304 
15,004 

4,661 
1.71 
1.70 
4,079 
4,079 
1.49 
1.49 
1.54 

$167,468 
44,003 
15,389 

24,057 
32,616 

$ 66,713 
11,473 

584 
.22 
.21 
389 
389 
.14 
.I4 
1.54 

$170,795 
44,873 
11,898 

21,915 
32,539 

$ 64,236 
16,737 

10,850 
4.00 
3.96 

11,797 
11,787 
4.34 
4.31 
1.54 

$164,735 
41,858 
12,543 

21,698 
34,578 

Significant events affecting our historical earnings trends in 2001 through 2003 are described in Management's Discussion and Analysis of Results of Operations and 

2000 data includes gains on investments and sales of businesses, merger-related costs and other special and/or non-recurring items. 
1999 data includes a net gain on the sale of businesses, merger-related costs and other special and/or non-recurring items. 

Financial Condaion. 

$ 57,823 
15,923 

8,198 
2.99 
2.95 
8,260 

3.02 
2.97 
1.54 

8,260 

$1 1 2,830 
31,661 
13,744 

1,749 
26,376 
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VERIZON COMMUNICATIONS INC. AND SUBSIDIARIES 

management’s discussion and analysis 
of results of operations and financial condition 

OVERVIEW 

Verizon Communications Inc. is one of the world’s leading providers 
of communications services. Verizon companies are the largest 
providers of wireline and wireless communications in the United 
States, with 140.3 million access line equivalents and 37.5 million 
wireless customers. Verizon is the third largest long distance carrier 
for U.S. consumers, with 16.6 million long distance lines, and the 
company is also the largest directory publisher in the world, as meas- 
ured by directory titles and circulation. Verizon’s international 
presence extends primarily to the Americas, as well as investments in 
Europe. Stressing diversity and commitment to the communities in 
which we operate, Verizon has a highly diverse workforce of over 
200,000 employees. 

We are comprised of four strategic business units: Domestic 
Telecom, Domestic Wireless, Information Services and International. 
Domestic Telecom includes local, long distance and other communi- 
cation services. Domestic Wireless products and services include 
wireless voice and data services and equipment sales. Information 
Services consists of our domestic and international publishing busi- 
nesses, including print SuperPagesO and online SuperPages.comTM 
directories, and electronic commerce services. International opera- 
tions include wireline and wireless communications operations and 
investments primarily in the Americas and Europe. 

The sections that follow provide information about the important 
aspects of our operations and investments, both at the consolidated 
and segment levels, and include discussions of our results of opera- 
tions, financial position and sources and uses of cash, as well as 
significant future commitments. In addition, we have highlighted key 
trends and uncertainties to the extent practicable. The content and 
organization of the financial and non-financial data presented in these 
sections are consistent with information used by our chief operating 
decision makers for, among other purposes, evaluating Performance 
and allocating resources. We also monitor several key economic indi- 
cators as well as the state of the economy in general, primarily in the 
United States where the majority of our operations are located, in 
evaluating our operating results and analyzing and understanding 
business trends. While most key economic indicators impact our 
operations to some degree, including gross domestic product, we 
have noted higher correlations to housing starts, non-farm employ- 
ment, personal consumption expenditures and capital spending, as 
well as more general economic indicators such as inflation and 
unemployment rates. 

Our results of operations, financial position and sources and uses of 
cash in the current and future periods reflect Verizon management‘s 
focus on the following four key areas: 

Revenue Growth - Our emphasis is on revenue transformation, 
devoting more resources, including capital spending, from tradi- 
tional services to the higher growth markets such as wireless, 
digital subscriber lines (DSL), long distance and other data serv- 
ices as well as expanded services to enterprise markets. In 2003, 
approximately 47% of our revenues were earned in these growth 
areas, compared to 38% in 2001. 

Operational Efficiency - While focusing resources on growth mar- 
kets, we are continually challenging our management team to 
lower expenses through technology-assisted productivity 
improvements. The effect of these and other efforts, such as 
2003‘s labor agreements and voluntary separation plans, has been 
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to significantly change the company’s cost structure. Verizon now 
has significantly lower workforce levels, which will provide 
ongoing expense benefits. 
Capital Allocation - Capital spending has been, and will continue 
to be directed toward growth markets. High-speed wireless data 
(EV-DO), replacement of copper lines with fiber optics to the 
home, as well as voice over the Internet and expanded services to 
enterprise markets, are examples of areas of capital spending in 
support of these growth markets. 
Cash Flow Generation - The financial statements reflect the 
emphasis of management in not only directing resources to 
growth markets, but also using cash provided by our operating 
and investing activities for significant repayments of debt in addi- 
tion to providing a stable dividend to our shareowners. 

Supporting these key focus areas are continuing initiatives to more 
effectively package and add more value to our products and services. 
Innovative product bundles include local wireline services, long dis- 
tance, wireless and DSL for consumer and general business retail 
customers. In 2004, we will be expanding our bundles to include 
iobi‘”’ and Verizon One as well as under an agreement with DIRECTV, 
we will also be adding video to the retail bundle. In our enterprise 
markets, we are expanding our presence by completing the build-out 
of our nationwide network and expanding our portfolio of advanced 
data services. These efforts will also help counter the effects of com- 
petition and technology substitution that have resulted in access line 
losses in recent years that have contributed to declining Domestic 
Telecom revenues over the past three years. In our wireless business, 
we will continue to execute on the fundamentals of our network 
superiority and value proposition to deliver growth for the business. 

While recent domestic economic indicators have suggested stabiliza- 
tion or growth, there still exists significant uncertainty about when or 
to what extent economic improvement will impact our financial per- 
formance. However, the ongoing impact on operating expenses of 
reductions in the workforce during the fourth quarter of 2003, less 
higher pension and other employee benefit costs, will help stabilize 
the Domestic Telecom operating income margins. 

CONSOLIDATED RESULTS OF OPERATIONS 

In this section, we discuss our overall results of operations and high- 
light special and non-recurring items. In the following section, we 
review the performance of our four reportable segments. We exclude 
the effects of the special and non-recurring items from the segments’ 
results of operations since management does not consider them in 
assessing segment performance, due primarily to their non-recurring 
and/or non-operational nature. We believe that this presentation will 
assist readers in better understanding our results of operations and 
trends from period to period. This section on consolidated results of 
operations carries forward the segment results, which exclude the 
special and non-recurring items, and highlights and describes those 
items separately to ensure consistency of presentation in this section 
and the “Segment Results of Operations’’ section. 

The special and non-recurring items include operating results through 
the sale date of 1.27 million non-strategic access lines sold in 2002 
which are not in segment results of operations to enhance compara- 
bility. In addition, consolidated operating results include several other 
events and transactions that are highlighted because of their non- 
recurring and/or non-operational nature. See “Special Items” for 
additional discussion of these items. 



management’s discussion and analysis 
of results of operations and financial condition continued 

Consolidated Revenues 
(dollars in millions) 

Years Ended December 31, 2003 2002 %Change 2002 2001 %Change 

Domestic Telecorn 
Domestic Wireless 
Information Services 
International 
Corporate & Other 
Revenues of access lines sold 
Consolidated Revenues 

$ 39,602 $ 40,839 (3.0)% $ 40,839 $ 42,148 (3.1)% 
22,489 19,473 15.5 19,473 17,560 10.9 
4,114 4,287 (4.0) 4,287 4,313 (0.6) 
1,949 2,219 (12.2) 2.219 1,581 40.4 
(402) (1 37) 193.4 (1 37) 114 nrn - 623 (1 00.0) 

$ 67,752 $ 67,304 0.7 

nm -Not meaningful 

2003 Compared to 2002 
Consolidated revenues in 2003 were higher by $448 million, or 0.7% 
compared to 2002 revenues. This increase was primarily the result of 
higher revenues at Domestic Wireless, partially offset by lower rev- 
enues at Domestic Telecom and the impact of sales of 1.27 million 
non-strategic access lines in 2002. 

Domestic Wireless’s revenues increased by $3,016 million, or 15.5% 
in 2003 as a result of 5.0 million net customer additions and higher 
revenue per customer per month. Average revenue per customer per 
month increased by 1 .O% to $48.85 in 2003 compared to 2002, pri- 
marily due to a larger number of customers on higher access price 
plan offerings as well as an increase in data revenues per subscriber, 
partially offset by decreased roaming revenue as a result of rate 
reductions with third-party carriers and decreased long distance rev- 
enue due to bundled pricing. 

Domestic Telecom’s revenues in 2003 were lower than 2002 by 
$1,237 million, or 3.0%, primarily due to lower local and network 
access services, partially offset by higher long distance revenues. 
The decline in local service revenues of $817 million, or 4.0% in 2003 
was mainly due to lower demand and usage of our basic local 
exchange and accompanying services, as reflected by a decline in 
switched access lines in service of 4.2% in 2003. This revenue 
decline was mainly driven by the effects of competition, regulatory 
pricing rules for unbundled network elements (UNEs) and technology 
substitution, including switching from traditional landline to wireless 
services and a shift of basic business access lines to high-speed, 
high-volume special access lines. In addition, our network access 
revenues declined by $708 million, or 5.3% in 2003 principally due to 
decreasing switched minutes of use (MOUs) and access lines, as well 
as price reductions associated with federal and state price cap filings 
and other regulatory decisions. Further, our special access revenues 
in 2003 were negatively impacted by a reduction in rates for modem 
aggregation services provided to WorldCom, Inc. (now operating as 
MCI) under Verizon’s CyberPOP tariff. Domestic Telecom’s long dis- 
tance service revenues increased $618 million, or 19.5% in 2003 
principally as a result of customer growth from our interlATA long dis- 
tance services. In the first quarter of 2003, we received final Federal 
Communications Commission (FCC) approval to offer long distance 
services in our remaining three jurisdictions: Maryland, West Virginia 
and the District of Columbia. We now offer long distance services 
throughout the United States, capping a seven-year effort. 

Lower revenue of access lines sold of $623 million in 2003 was the 
result of the sales of non-strategic access lines in the third quarter 
of 2002. 

623 997 (37.5) 
$ 67,304 $ 66,713 0.9 

2002 Compared to 2001 
Consolidated revenues were $591 million, or 0.9% higher in 2002 
compared to 2001. This increase was primarily the result of higher 
revenues at Domestic Wireless and International, partially offset by 
lower revenues at Domestic Telecom and the impact of sales of non- 
strategic access lines in the third quarter of 2002. 

Domestic Wireless’s revenues were higher by $1,913 million in 2002, 
largely due to customer additions and higher revenue per customer 
per month. Our Domestic Wireless segment ended 2002 with 32.5 
million customers, an increase of 10.5% over year-end 2001 and 
average revenue per customer per month was $48.35 in 2002, or 
1.1 % higher than in 2001. 

Revenues earned by Domestic Telecom in 2002 were lower than 
2001 by $1,309 million, primarily due to lower local and other serv- 
ices, partially offset by higher network access services. Local 
services revenue declined $1,167 million, or 5.4% in 2002 largely 
resulting from lower demand and usage of our basic local wireline 
services, driven by regulatory pricing rules for UNEs and technology 
substitution. In 2002, revenue from other services declined $634 mil- 
lion, or 13.8% due to lower customer premises equipment and 
supply sales to some major customers, lower volumes at some of our 
non-regulated businesses due to declines in customer demand and a 
decline in public telephone revenues as more customers substituted 
wireless communications for pay telephone services. However, our 
network access services revenue increased $435 million, or 3.3% in 
2002 mainly as a result of higher customer demand for high-capactty 
and data services. 

International’s revenues were higher by $638 million in 2002 primarily 
due to the consolidation of Telecomunicaciones de Puerto Rico, Inc. 
(TELPRI), partially offset by the deconsolidation of CTI Holdings, S.A. 
(CTI) in 2002. Adjusting 2001 for the consolidation of TELPRI and the 
deconsolidation of CTI to be comparable with 2002, revenues 
generated by our international businesses declined by $1 97 million, 
or 8.2% in 2002 due primarily to the weak economies and 
increased competition in our Latin America markets as well as 
reduced software sales. 

Lower revenue from access lines sold in 2002 of $374 million was the 
result of the sales of non-strategic access lines in the third quarter of 
2002, compared to a full year of results of operations for those lines 
in 2001. 
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Consolidated Operating Expenses 

4 Years Ended December 31, 2003 2002 2001 %Chan e 

Cost of services and sales $ 21,783 $ 19,911 9.4% $ 19,911 $ 20,538 (3.1)% 

(dollars in millions) 

Selling, general and administrative expense 24,999 21,846 14.4 21,846 20.829 4.9 
Depreciation and amortization expense 13,617 13,290 2.5 13,290 13,523 (1.7) 
Sales of businesses, net (141) (2,747) (94.9) (2.747) 350 nrn 
Consolidated Operating Expenses $ 60,258 $ 52,300 15.2 $ 52,300 $ 55,240 (5.3) 
nm - Not meaningful 

2003 Compared to 2002 
Cost of Services and Sales 
Cost of services and sales of $21,783 million increased by $1,872 
million, or 9.4% in 2003 compared to 2002. This increase was driven 
by lower income provided by pension income net of other postretire- 
ment benefit expense, principally at Domestic Telecom, and higher 
equipment costs associated with Domestic Wireless customer addi- 
tions and equipment upgrades. The overall impact of pension and 
other postretirement benefit pian assumption changes, combined 
with the impact of lower than expected actual asset returns over the 
past three years, reduced pension income, net of postretirement ben- 
efit expenses, by $1,385 million in 2003 (primarily in cost of services 
and sales), compared to 2002. In addition, costs of removal in excess 
of salvage for outside plant assets, resulting from the adoption of 
Statement of Financial Accounting Standards (SFAS) No. 143, 
“Accounting for Asset Retirement Obligations,” effective January 1, 
2003, were approximately $165 million in 2003. Previously, we had 
included costs of removal for these assets in our depreciation rates. 
Higher costs associated with growth businesses at Domestic 
Telecom such as long distance and data services, as well as the 
impact of annual wage increases, additional overtime pay due to 
higher weather-related repair volumes, contingency costs to maintain 
operational readiness during recent labor negotiations and direct 
wireless network costs associated with increased Domestic Wireless 
MOUs further contributed to cost increases in 2003. Cost increases 
in 2003 were partially offset by lower access and transport costs, the 
effects of workforce reductions, disciplined expense controls and 
lower wireless roaming rates. In addition, we incurred merger-related 
costs in 2002 of $143 million. 

Selling, General and Administrative Expense 
Selling, general and administrative expense of $24,999 million was 
$3,153 million, or 14.4% higher in 2003 compared to 2002. This 
increase was driven by higher 2003 special charges of $2,297 million, 
higher costs associated with an increase in the employee base at 
Domestic Wireless and higher sales commissions related to an 
increase in wireless customer additions and renewals during the year. 
These cost increases were partially offset by lower bad debt expense 
due to a reduction in uncollectible accounts receivable, improved col- 
lections and additional customer deposit requirements and lower 
advertising costs at Domestic Telecom in 2003 compared to 2002. 

Special charges recorded in selling, general and administrative 
expense related to severance, pension and benefits were $3,474 mil- 
lion higher in 2003 compared to 2002, driven primarily by fourth 
quarter 2003 charges incurred in connection with the voluntary sepa- 
ration of approximately 21,000 employees. Higher special charges 
recorded in selling, general and administrative expense in 2002 per- 
tained to merger-related costs and investment-related charges, 
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Depreciation and Amortization Expense 
Depreciation and amortization expense of $1 3,617 million increased 
by $327 million, or 2.5% in 2003 compared to 2002. This increase 
was primarily due to increased depreciation expense related to the 
increase in depreciable assets and higher software amortization 
costs, partially offset by lower rates of depreciation on telephone 
plant, as well as the favorable impact on depreciation expense of 
adopting SFAS No. 143, effective January 1,2003. 

Sales of Businesses, Net 
In 2003, Information Services completed the sale of its directory busi- 
nesses in Europe, which consisted of publishing operations in 
Austria, the Czech Republic, Gibraltar, Hungary, Poland and Slovakia. 
We recorded a net gain of $141 million ($88 million after-tax, or $.03 
per diluted share). 

During the third quarter of 2002, we sold 1.27 million of our switched 
access lines in Alabama, Missouri and Kentucky and recorded a 
pretax gain of $2,527 million ($1,550 million after-tax, or $56 per 
diluted share). Also during 2002, we recorded a net pretax gain of 
$220 million ($1 16 million after-tax, or $.04 per diluted share), prima- 
rily resulting from a pretax gain on the sale of TSI Telecommunication 
Services Inc. @SI) of $466 million ($275 million after-tax, or $.lo per 
diluted share), partially offset by an impairment charge in connection 
with our exit from the video business and other charges of $246 mil- 
lion ($159 million after-tax, or $.06 per diluted share). 

2002 Compared to 2001 
Cost of Services and Sales 
Cost of services and sales in 2002 were $19,911 million, a decrease 
of $627 million, or 3.1 % compared to 2001. This decrease was driven 
by reduced spending for materials and contracted services due to 
lower capital expenditures and strong cost control management. 
Lower overtime for installation and maintenance activity at Domestic 
Telecom was the result of reduced volumes at our dispatch and call 
centers. Lower employee costs associated with declining workforce 
levels also contributed to the decline in operating costs. In addition, 
lower cost of sales at our customer premises equipment and supply 
business was driven by declining business volumes. These cost 
reductions were partially offset by higher costs associated with our 
growth businesses at Domestic Telecom such as data and long dis- 
tance services and higher costs associated with increased Domestic 
Wireless MOUs and an increase in cost of equipment sales, driven by 
growth in new wireless customer additions. Cost of services and 
sales increased at International by $1 88 million in 2002 primarily as a 
result of the consolidation of TELPRI, partially offset by the deconsol- 
idation of CTI. Adjusting 2001 to be comparable with 2002, cost of 
services and sales decreased $55 million reflecting lower variable 
costs associated with reduced sales volumes. In addition, we 
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recorded $285 million in 2001 in connection with the September 11, 
2001 terrorist attacks. 

Selling, General and Administrative Expense 
Selling, general and administrative expense of $21,846 million was 
$1,017 million, or 4.9% higher in 2002 compared to 2001. This 
increase was driven by higher sales commissions related to the 
growth in wireless customer additions and increased salary and wage 
expense at Domestic Wireless, higher costs associated with uncol- 
lectible accounts receivable for competitive local exchange carriers 
(CLECs) and other wholesale customers, higher costs for pension 
and other employee benefits and higher special charges of $327 mil- 
lion. These cost increases were partially offset by strong cost control 
management and the effects of business integration activities and 
achievement of merger synergies. 

Special charges recorded in selling, general and administrative 
expense related to severance, pension and benefits were $352 mil- 
lion higher in 2002 compared to 2001. In addition, higher special 
charges associated with investments, our financial statement expo- 
sure to MCI and the settlement of a litigation matter in 2002 more 
than offset higher merger-related costs in 2001. 

Depreciation and Amortization Ekpense 
Depreciation and amortization expense of $1 3,290 million decreased 
by $233 million, or 1.7% in 2002 compared to 2001. This decrease 
was mainly attributable to a reduction of amortization expense from 
the adoption of SFAS No. 142, “Goodwill and Other Intangible 
Assets,” effective January 1, 2002, which required that goodwill and 
indefinite-lived intangible assets no longer be amortized, partially 
offset by increased depreciation expense related to the increase in 
depreciable assets and increased software amortization costs. 

Sales of Businesses, Net 
During 2002, we recorded a pretax gain of $2,527 million ($1,550 mil- 
lion after-tax, or $56 per diluted share) related to the sale of l .27 
million non-strategic access lines and a net gain of $220 million ($1 16 
million after-tax, or $.04 per diluted share), primarily resulting from a 
pretax gain on the sale of TSI, partially offset by impairment and exit 
charges, as previously described. 

During 2001, we recorded a pretax gain of $80 million ($48 million 
after-tax, or $.02 per diluted share) on the sale of the Cincinnati wire- 
less market and a pretax loss of $172 million ($108 million after-tax, 
or $.04 per diluted share) related to the sale of the Chicago wireless 
market. In addition, we recorded charges totaling $258 million ($166 
million after-tax, or $.06 per diluted share) during 2001 related to 
exiting several businesses, including our video business and some 
leasing activities. 

Pension and Other Postretirement Benefits 
As of December 31, 2003, we evaluated our key employee benefit 
plan assumptions in response to current conditions in the securities 
markets. The expected rate of return on pension and postretirement 
benefit plan assets will be maintained at 8.50%. However, the dis- 
count rate assumption has been lowered from 6.75% in 2003 to 
6.25% in 2004, consistent with interest rate levels at the end of the 
year. As of December 31, 2002, we changed key employee benefit 
plan assumptions in response to conditions in the securities markets 
at that time and medical and prescription drug cost trends. The 
expected rate of return on pension plan assets was changed from 

9.25% in 2002 to 8.50% in 2003 and the expected rate of return on 
other postretirement benefit plan assets was changed from 9.1 0% in 
2002 to 8.50% in 2003. The discount rate assumption was lowered 
from 7.25% in 2002 to 6.75% in 2003 and the medical cost trend rate 
assumption was increased from 10.00% in 2002 to 11 .OO% in 2003. 

As a result of extending and increasing limits (caps) on company pay- 
ments toward retiree health care costs in connection with the union 
contracts ratified in the fourth quarter of 2003, we began recording 
retiree health care costs as if there were no caps in the fourth quarter 
of 2003 relative to these union contracts. 

During 2003, we recorded pension income, net of postretirement 
benefit expenses before special items (see “Special Items” for addi- 
tional discussion) of $209 million ($127 million after-tax, or $.05 per 
diluted share), compared to $1,594 million ($971 million after-tax, or 
$.35 per diluted share) in 2002 and $1,578 miltion ($963 million after- 
tax, or $.35 per diluted share) in 2001. Based on our current pension 
and postretirement benefit plan assumptions, the events of 2003 
including the impact of the labor contract negotiations, employee 
severance activity and cost reductions associated with the Medicare 
Prescription Drug, Improvement and Modernization Act of 2003, we 
anticipate recording net pension and postretirement benefit expenses 
in 2004 of between $.18 to $.22 per diluted share. 

Other Consolidated Results 

Equity in Earnings (Loss) of Unconsolidated Businesses 
Equity in earnings (loss) of unconsolidated businesses increased by 
$2,825 million in 2003 compared to 2002. In 2002, we recorded 
losses of $1,400 million and $580 million in connection with determi- 
nations that market value declines of our investments in CompaAia 
Anonima Nacional Telefonos de Venezuela (CANTV) and TELUS 
Corporation (TELUS), respectively, were considered other than tem- 
porary. In addition, the increase in 2003 reflects tax benefits arising 
from a reorganization at our Italian investment Vodafone Omnitel N.V. 
(Omnitel), a contribution tax reversal benefiting Omnitel, continued 
operational growth of Verizon’s equity investments and favorable for- 
eign exchange rates. We also recorded a pretax gain of $348 million 
in 2003 in connection with the sale of our interest in Eurotel Praha, 
spol. s r.0. (Eurotel Praha), a wireless joint venture in the Czech 
Republic. 

Equity in earnings (loss) of unconsolidated businesses decreased by 
$1,993 million in 2002 compared to 2001. The decrease was driven 
primarily by investment-related charges in 2002, as previously 
described. Investment-related charges were $281 million in 2001. 

Income (Loss) From Other Unconsolidated Businesses 
Income (loss) from other unconsolidated businesses increased by 
$3,188 million in 2003 compared to 2002. The increase includes a 
$176 million net gain recorded in 2003 as a result of a payment 
received in connection with the liquidation of Genuity Inc. (Genuity), 
which filed for bankruptcy in 2002. During 2002, we recorded a write- 
down of $2,624 million related to our investment in Genuity, a net 
pretax loss of $347 million to market value of our investment in Cable 
& Wireless plc (Caw), losses of $289 million due to the other than 
temporary decline in the market value of our investments in 
Metromedia Fiber Network, Inc. (MFN), partially offset by a pretax 
gain of $383 million related to the sale of the majority of our invest- 
ment in Telecom Corporation of New Zealand Limited (TCNZ). 
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Income (loss) from other unconsolidated businesses was $(2,857) 
million in 2002 compared to $(5,486) million in 2001. During 2001, we 
recorded pretax losses of $4,335 million primarily related to our 
investments in C&W, NTL Incorporated (NTL) and MFN due to the 
other than temporary decline in the market value of those invest- 
ments. In 2001, we also recorded a pretax loss of $1,251 million due 
to the other than temporary decline in the fair value of our investment 
in Genuity. 

Other lncome and (Expense), Net 
Years Ended December 31, 2003 2002 2001 

Interest income $ 96 $ 187 $ 393 

(dollars in millions) 

Foreign exchange gains (losses), net (1 1) 3 (9) 
Other, net 
Total 

(47) 2 (185) 
$ 38 $ 192 $ 199 

The changes in Other Income and (Expense), Net were primarily due 
to the changes in interest income and other, net. The decrease in 
interest income in 2003 is primarily the result of lower average cash 
balances. In 2001, we recorded additional interest income primarily 
as a result of interest on several notes receivable and the settlement 
of tax-related matters. During 2003, we recorded higher charges in 
connection with the early retirement of debt included in other, net. 
During 2002, we recorded lower charges related to financial instru- 
ment mark-to-market adjustments compared to 2001, primarily 
related to decreases in fair value of the MFN debt conversion option 
included in other, net. 

Interest Expense (dollars in millions) 
Years Ended December 31, 2003 2002 2001 

Total interest expense $ 2,797 $ 3,130 $ 3,276 

Total interest costs on debt balances $ 2,941 $ 3,315 $ 3,644 
Capitalized interest costs 144 185 368 

Average debt outstanding 
Effective interest rate 

$ 49,181 $ 59,145 $ 61,891 
6.0% 5.6% 5.9% 

The decrease in interest costs in 2003 and 2002 was principally 
attributable to lower average debt levels. Increased cash provided by 
operating activities, asset sales and other favorable cash flows 
reduced our financing needs in both 2003 and 2002. Lower capital 
expenditures in both periods contributed to lower capitalized interest 
costs. The decrease in interest cost in 2003 was partially offset by 
higher average interest rates, which primarily resulted from lower 
commercial paper borrowings which have lower interest rates com- 
pared to long-term debt. Our average interest rates in 2002 were 
lower than 2001 principally as a result of the general decline in short- 
term interest rates. 

Minority Interest (dollars in millions) 
Years Ended December 31, 2003 2002 2001 

Minority interest $ 1,583 $ 1,404 $ 625 

The increase in minority interest expense in 2003 and 2002 was 
primarily due to higher earnings at Domestic Wireless, which has 
a significant minority interest attributable to Vodafone Group PIC 
(Vodafone) (see “Segment Results of Operations - Domestic 
Wireless”). 

Provision for Income Taxes 
Years Ended December 31, 2003 2002 2001 

Provision for income taxes $ 1,252 $ 1,597 $ 2,147 
Effective income tax rate 26.3% 25.5% 78.6% 

(dollars in millions) 

The effective income tax rate is the provision for income taxes as a 
percentage of income from continuing operations before the provi- 
sion for income taxes. The effective income tax rate in 2003 was 
favorably impacted by higher equity income from Omnitel, a decrease 
in state taxes and a benefit related to a deferred tax balance adjust- 
ment. Omnitel income is not taxable until received in the form of 
dividends. The 2002 effective income tax rate was favorably 
impacted by tax benefits recorded in 2002 in connection with other 
than temporary declines in fair value of several of our investments 
recorded during 2002 and 2001. Those tax benefits were not avail- 
able at the time the investments were written down, as the decline in 
fair value was not recognizable at the time of the impairment (see 
“Special Items - Investment-Related Charges and Related Tax 
Benefits”). The 2002 effective tax rate was also reduced by a tax law 
change relating to employee stock ownership plan dividend deduc- 
tions, increased state tax benefits and capital loss utilization, partially 
offset by investment charges in 2002 associated with other than tem- 
porary declines in fair value for which an associated tax benefit was 
not available. 

The effective income tax rate for 2001 was not consistent with other 
periods primarily because tax benefits were not available on many of 
the losses resulting from the other than temporary decline in market 
value of several of our investments during 2001. 

A reconciliation of the statutory federal income tax rate to the effec- 
tive rate for each period is included in Note 16 to the consolidated 
financial statements. 

Discontinued Operations 
Discontinued operations represent the results of operations of Grupo 
lusacell, S.A. de C.V. (lusacell) prior to the sale of lusacell in July 
2003. In connection with our decision to sell our interest in lusacell 
and a comparison of expected net sale proceeds to the net book 
value of our investment in lusacell, we recorded a pretax loss of 
$957 million ($931 million after-tax, or $.33 per diluted share) in the 
second quarter of 2003. Losses reported by lusacell in 2002 and 
2001 are primarily driven by its declining revenue base and the 
impact of fluctuations of the Mexican peso on lusacell’s U.S. dollar- 
denominated debt, 

Cumulative Effect of Accounting Change 
Directory Accounting Change 
During 2003, we changed our method for recognizing revenues and 
expenses in our directory business from the publication-date method 
to the amortization method. The publication-date method recognizes 
revenues and direct expenses when directories are published. Under 
the amortization method, which is increasingly becoming the industry 
standard, revenues and direct expenses, primarily printing and distri- 
bution costs, are recognized aver the life of the directory, which is 
usually 12 months. This accounting change affects the timing of the 
recognition of revenues and expenses. As required by generally 
accepted accounting principles (GAAP), the directory accounting 
change was recorded effective January 1, 2003. The cumulative 
effect of the accounting change resulted in a one-time charge of 
$2,697 million ($1,647 million after-tax, or $59 per diluted share). 
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lmpact of SFAS No. 143 
We adopted the provisions of SFAS No. 143 on January 1, 2003. 
SFAS No. 143 requires that companies recognize the fair value of a 
liability for asset retirement obligations in the period in which the obli- 
gations are incurred and capitalize that amount as part of the book 
value of the long-lived asset. We have determined that Verizon does 
not have a material legal obligation to remove long-lived assets as 
described by this statement. However, prior to the adoption of SFAS 
No. 143, we included estimated removal costs in our group depreci- 
ation models. These costs have increased depreciation expense and 
accumulated depreciation for future removal costs for existing 
assets. These removal costs were recorded as a reduction to accu- 
mulated depreciation when the assets were retired and removal costs 
were incurred. 

For some assets, such as telephone poles, the removal costs 
exceeded salvage value. Under the provisions of SFAS No. 143, we 
are required to exclude costs of removal from our depreciation rates 
for assets for which the removal costs exceed salvage. Accordingly, 
in connection with the initial adoption of this standard on January 1, 
2003, we have reversed accrued costs of removal in excess of sal- 
vage from our accumulated depreciation accounts for these assets. 
The adjustment was recorded as a cumulative effect of an accounting 
change, resulting in the recognition of a gain of $3,499 million ($2,150 
million after-tax, or $.77 per diluted share). 

Impact of SFAS No. 142 
We adopted the provisions of SFAS No. 142 on January 1, 2002. 
SFAS No. 142 no longer permits the amortization of goodwill and 
indefinite-lived intangible assets. Instead, these assets must be 
reviewed annually (or more frequently under various conditions) for 
impairment in accordance with this statement. Results for the year 
ended December 31, 2002 include the initial impact of adoption 
charge recorded as a cumulative effect of an accounting change of 
$496 million after-tax ($.18 per diluted share). In accordance with 
SFAS No. 142, starting January 1,2002, we no longer amortize good- 
will, acquired workforce intangible assets and wireless licenses which 
we determined have an indefinite life. On a comparable basis, had we 
not amortized these intangible assets during the year ended 
December 31, 2001, net income before discontinued operations and 
cumulative effect of accounting change would have been $950 mil- 
lion ($.35 per diluted share). 

Impact of SFAS No. 133 
We adopted the provisions of SFAS No. 133, “Accounting for 
Derivative Instruments and Hedging Activities,” and SFAS No. 138, 
“Accounting for Certain Derivative Instruments and Certain Hedging 
Activities” on January 1, 2001. The impact on Verizon pertains to the 
recognition of changes in the fair value of derivative instruments. 
Results for the year ended December 31, 2001 include the initial 
impact of adoption recorded as a cumulative effect of an accounting 
change of $182 million after-tax ($.07 per diluted share) in the first 
quarter of 2001. This cumulative effect charge primarily relates to the 
change in the fair value of the MFN debt conversion option prior to 
January 1,2001. 

SEGMENT RESULTS OF OPERATIONS 

We have four reportable segments, which we operate and manage as 
strategic business units and organize by products and services. Our 
segments are Domestic Telecom, Domestic Wireless, Information 
Services and International. You can find additional information about 
our segments in Note 17 to the consolidated financial statements. 

We measure and evaluate our reportable segments based on seg- 
ment income. This segment income excludes unallocated corporate 
expenses and other adjustments arising during each period. The 
other adjustments include transactions that the chief operating deci- 
sion makers exclude in assessing business unit performance due 
primarily to their non-recurring and/or non-operational nature. 
Although such transactions are excluded from business segment 
results, they are included in reported consolidated earnings. We pre- 
viously highlighted the more significant of these transactions in the 
“Consolidated Results of Operations’’ section. Gains and losses that 
are not individually significant are included in all segment results, 
since these items are included in the chief operating decision makers’ 
assessment of unit performance. These gains and losses are prima- 
rily contained in Information Services and International since they 
actively manage investment portfolios. 

Effective January 1, 2003, we transferred our Global Solutions Inc. 
subsidiary from our International segment to our Domestic Telecom 
segment. Prior years’ segment results of operations have been 
reclassified to reflect the transfer to enhance comparability. The 
transfer of Global Solutions’ revenues and costs of operations were 
not significant to the results of operations of Domestic Telecom or 
International. 

Domestic Telecom 

Domestic Telecom provides local telephone services, including voice 
and data transport, enhanced and custom calling features, network 
access, directory assistance, private lines and public telephones in 
29 states and the District of Columbia. As discussed earlier under 
“Consolidated Results of Operations,’’ in the third quarter of 2002 we 
sold wireline properties representing approximately 1.27 million 
access lines or 2% of the total Domestic Telecom switched access 
lines in service. For comparability purposes, the results of operations 
discussed in this section exclude the properties that have been sold. 
This segment also provides long distance services, customer prem- 
ises equipment distribution, data solutions and systems integration, 
billing and collections, Internet access services and inventory man- 
agement services. 

Operating Revenues (dollars in millions) 
Years Ended December 31, 2003 2002 2w)l 

Local services $ 19,454 $20,271 $21,438 
Network access services 12,719 13,427 12,992 
Long distance services 3,788 3,170 3,113 
Other services 3,641 3,971 4,605 

$ 39,602 $ 40,839 $ 42,148 

Local Services 
Local service revenues are earned by our telephone operations from 
the provision of local exchange, local private line, wire maintenance, 
voice messaging and value-added services. Value-added services 
are a family of services that expand the utilization of the network, 
including products such as Caller ID, Call Waiting and Return Call. 
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The provision of local exchange services not only includes retail rev- 
enues but also includes local wholesale revenues from UNEs, 
interconnection revenues from CLECs and wireless carriers, and 
some data transport revenues. 

The decline in local service revenues of $817 million, or 4.0% in 2003 
and $1,167 million, or 5.4% in 2002 was mainly due to lower demand 
and usage of our basic local exchange and accompanying services, 
as reflected by a decline in switched access lines in service of 4.2% 
in 2003 and a decline of 3.7% in 2002. These revenue declines were 
mainly driven by the effects of competition, regulatory pricing rules 
for UNEs and technology substitution. Regulatory pricing rules for 
UNEs, which mandate lower prices from other carriers that use our 
facilities to provide local exchange services, are putting downward 
pressure on our revenues by shifting the mix of access lines from 
retail to wholesale. We added UNE platform lines of approximately 
1.8 million in 2003 and 1 .O million in 2002, bringing total UNE plat- 
form provisioned lines to 5.0 million at December 31, 2003 and 3.2 
million at December 31, 2002. Technology substitution also affected 
local service revenue growth in both years, as indicated by declining 
demand for residential access lines of 3.7% in 2003 and 2.8% in 
2002, as more customers substituted wireless services for traditional 
landline services. At the same time, basic business access lines have 
declined 5.0% in 2003 and 5.1 % in 2002, primarily reflecting a shift 
to high-speed, high-volume special access lines. 

We continue to seek opportunities to retain and win-back customers. 
The launch of our Freedom plans in 2003 offers local services with 
various combinations of long distance, wireless and Internet access 
services in a discounted bundle available on one bill. Currently, we 
have introduced our Freedom service plans in 17 key markets, which 
cover approximately 85% of consumer access lines. For small busi- 
nesses, we have also rolled out Verizon Freedom for Business in eight 
markets, covering approximately 70% of business access lines. As of 
year-end 2003, approximately 48% of Verizon’s residential customers 
have purchased local services in combination with either Verizon long 
distance or Verizon DSL, or both. 

Network Access Services 
Network access services revenues are earned from end-user cus- 
tomers and long distance and other competing carriers who use our 
local exchange facilities to provide usage services to their customers. 
Switched access revenues are derived from fixed and usage-based 
charges paid by carriers for access to our local network. Special 
access revenues originate from carriers and end-users that buy ded- 
icated local exchange capacity to support their private networks. 
End-user access revenues are earned from our customers and from 
resellers who purchase dial-tone services. Further, network access 
revenues include our DSL services. 

In 2003, our network access revenues declined by $708 million, or 
5.3% principally due to decreasing switched MOUs and access lines, 
as well as price reductions associated with federal and state price 
cap filings and other regulatory decisions. Switched MOUs declined 
in 2003 by 7.2% from a year ago, reflecting the impact of access line 
loss and wireless substitution. Total revenues for high-capacity and 
data services were $7,262 million for the year ended December 31, 
2003, down slightly from a year ago. Voice-grade equivalents 
(switched access lines and data circuits) increased to 140.3 million at 
December 31,2003, up 3.4%, compared to a year ago, as more cus- 
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tomers chose high-speed, digital services. However, increased 
demand for high-speed services was offset by reduced demand for 
lower-speed services and price reductions. Further, our special 
access revenues in 2003 were negatively impacted by a reduction in 
rates for modem aggregation services provided to MCI under 
Verizon’s CyberPOP tariff. Under the CyberPOP agreement, we pro- 
vided access circuits for MCl’s managed modem business. This rate 
reduction was necessary in order to avoid rejection and termination 
of the CyberPOP agreement by MCI in its bankruptcy case and the 
total loss of revenues that would have resulted. These decreases 
were partially offset by increased demand for our DSL services. At 
December 31, 2003, approximately 80% of our total access lines 
qualified for DSL service. In 2003, we added net new DSL lines of 
649,000, for a total of 2.3 million lines in service at December 31, 
2003, an increase of 38.9% year-over-year. 

In 2002, our network access revenues increased $435 million, or 
3.3% principally due to higher customer demand for high-capacity 
and data services, which increased 7.6% in 2002, compared to the 
prior year. Voice-grade equivalents increased 4.5% and DSL lines 
increased approximately 50% compared to the prior year. In addition 
to volume-related growth, network access revenues in the fourth 
quarter of 2002 also included the favorable effect of a state regulatory 
decision in Michigan. These factors were partially offset by price 
reductions associated with federal and state price cap filings and 
other regulatory decisions and a decline in switched MOUs of 8.4% 
from the prior year. 

The FCC regulates the rates that we charge long distance carriers 
and end-user customers for interstate access services. We are 
required to file new access rates with the FCC each year. See “Other 
Factors That May Affect Future Results - Regulatory and Competitive 
Trends” for additional information on FCC rulemakings concerning 
federal access rates, universal service and unbundling of network 
elements. 

Long Distance Services 
Long distance service revenues include both intraLATA toll services 
and interlATA long distance voice and data services. 

Long distance service revenues increased $618 million, or 19.5% in 
2003 and $57 million, or 1.8% in 2002, principally as a result of cus- 
tomer growth from our interlATA long distance services. In 2003, long 
distance revenues were stimulated by the introduction of our 
Freedom plans. In the first quarter of 2003, we received final FCC 
approval to offer long distance services in our remaining three juris- 
dictions: Maryland, West Virginia and the District of Columbia. We 
now offer long distance services throughout the United States, cap- 
ping a seven-year effort. Our authority in Alaska is limited to interstate 
and international services. In 2003, we added 4.2 million long dis- 
tance lines, for a total of 16.6 million long distance lines nationwide, 
representing a 33.3% increase from a year ago. This growth resulted 
from 41 % of our local wireline residential customers having chosen 
Verizon as their long distance carrier as of December 31, 2003. In 
2002, we added 3.9 million long distance lines, representing an 
increase of 44.8% over 2001. 
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Other Services 
Our other services include such services as billing and collections for 
long distance carriers, public (coin) telephone and customer prem- 
ises equipment and supply sales. Other services revenues also 
include services provided by our non-regulated subsidiaries such as 
data solutions and systems integration businesses. 

Revenues from other services declined by $330 million, or 8.3% in 
2003 and by $634 million, or 13.8% in 2002. These declines were 
substantially due to lower sales of supplies to some major customers 
as a result of the termination of contracts and lower volumes at some 
of our non-regulated businesses due to declines in customer 
demand. Customers substituting wireless communications for pay 
telephone services and customers taking back billing and collections 
services were also factors that contributed to the reduction in other 
service revenues in both years. In 2003, these revenue decreases 
were partially offset by increased sales of voice and data customer 
premises equipment services. 

Operating Expenses (dollars in millions) 
Years Ended December 31, 2003 2002 2001 

Cost of services and sales $ 14,708 $ 13,390 $ 14,313 
Selling, general and administrative expense 8,517 9,048 9,402 
Depreciation and amortization expense 9,217 9,456 9,260 

$32,442 $ 31,894 $32,975 

Cost of Services and Sales 
Cost of services and sales includes the following costs directly attrib- 
utable to a service or product: salaries and wages, benefits, materials 
and supplies, contracted services, network access and transport 
costs, customer provisioning costs, computer systems support and 
costs of products sold. Aggregate customer care costs, which 
include billing and service provisioning, are allocated between cost of 
services and sales and selling, general and administrative expense. 

In 2003, our cost of services and sales increased by $1,318 million, or 
9.8% principally driven by lower income provided by pension income 
net of other postretirement benefit expense. As of December 31, 
2002, Verizon changed key employee benefit plan assumptions in 
response to conditions in the securities markets at that time and 
medical and prescription drug cost trends, as previously described 
(see “Consolidated Operating Expenses”). The overall impact of 
these assumption changes, combined with the impact of lower than 
expected actual asset returns over the past three years, reduced 
pension income, net of postretirement benefit expenses, by $1,193 
million in 2003 (primarily in cost of services and sales), compared to 
2002. In addition, costs of removal in excess of salvage for outside 
plant assets, resulting from the adoption of SFAS No. 143 effective 
January 1, 2003, were approximately $165 million in 2003. Under 
SFAS No. 143, we began expensing the costs of removal in excess of 
salvage for outside plant assets as incurred. Previously, we had 
included costs of removal for these assets in our depreciation rates. 
Higher costs associated with our growth businesses such as long 
distance and data services, as well as the impact of annual wage 
increases, additional overtime pay due to higher weather-related 
repair volumes and contingency costs to maintain operational readi- 
ness during recent labor negotiations further contributed to cost 
increases in 2003. 

Cost increases in 2003 were partially offset by lower access and 
transport costs, including a favorable adjustment of approximately 
$80 million recorded in the first quarter of 2003. As part of our 
ongoing review of local interconnection expense charged by CLECs, 
we determined that selected charges from CLECs, previously 
recorded as expense but not paid, were no longer required and 
accordingly, we adjusted our first quarter 2003 operating expenses. 
In addition, effective in 2003, we recognize as local interconnection 
expense no more than the amount payable under the April 27,2001 
FCC order addressing intercarrier compensation for dial-up connec- 
tions for Internet-bound traffic. The effects of workforce reductions 
and disciplined expense controls also offset services and sales cost 
increases in 2003. At December 31, 2003, our Domestic Telecom 
workforce was approximately 137,700, compared to 160,300 at 
December 31, 2002, a 14.7 % reduction from a year ago. 

In 2002, our cost of services and sales decreased by $923 million, or 
6.4% principally due to lower costs at our domestic telephone oper- 
ations, business integration activities and achievement of merger 
synergies. These reductions were mainly attributable to reduced 
spending for materials and contracted services, driven by lower cap- 
ital expenditures and strong cost control management. Lower 
overtime for installation and maintenance activity principally as a 
result of reduced volumes at our dispatch and call centers and lower 
employee costs associated with declining workforce levels also con- 
tributed to the decline in operating costs. At December 31, 2002, we 
reduced our full-time headcount by approximately 18,000 
employees, or 10.1 %, from the prior year. At year-end 2002, we had 
reduced the installation and repair overtime hours per employee per 
week by 23.8% from 2001. Lower cost of sales at our customer 
premises equipment and supply business driven by declining busi- 
ness volumes also contributed to the cost reductions in 2002. 
Favorable adjustments in 2002 included updates to ongoing expense 
estimates as a result of specific regulatory decisions by the FCC and 
state regulatory commissions in New York and other states. These 
cost reductions were partially offset by higher costs associated with 
our growth businesses such as data and long distance services. 
Salary and wage increases for employees and increased health care 
costs further offset cost reductions in 2002. 

We recorded insurance recoveries related to the terrorist attacks on 
September 11, 2001 of $270 million in 2003, $200 million in 2002 and 
$400 million in 2001, primarily offsetting fixed asset losses and 
expenses incurred in the current and prior years. Of the amounts 
recorded, approximately $130 million in 2003, $1 12 million in 2002 
and $124 million in 2001 relates to operating expenses (primarily cost 
of services and sales). In 2001, we recorded costs of $285 million (net 
of the $400 million insurance recovery) related to the terrorist attacks. 
The costs and estimated insurance recoveries were recorded in 
accordance with Emerging Issues Task Force Issue No. 01-10, 
“Accounting for the Impact of the Terrorist Attacks of September 
11, 2001 .” 

See “Other Factors That May Affect Future Results - Regulatory 
and Competitive Trends - lntercarrier Compensation” for additional 
information on FCC rulemakings and other court decisions 
addressing intercarrier compensation for dial-up connections for 
Internet-bound traffic. 
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Selling, General and Administrative Expense 
Selling, general and administrative expense includes salaries 
and wages and benefits not directly attributable to a service or 
product, bad debt charges, taxes other than income, advertising 
and sales commission costs, customer billing, call center and 
information technology costs, professional service fees and rent for 
administrative space. 

In 2003, our selling, general and administrative expense declined by 
$531 million, or 5.9% primarily as a result of lower bad debt expense 
due to a reduction in uncollectible accounts receivable (primarily 
CLECs), improved collections and additional customer deposit 
requirements. In addition, advertising costs were lower in 2003 com- 
pared io a year ago. These cost reductions were partially offset by 
higher employee benefit costs and by higher general costs associ- 
ated with our non-regulated growth businesses. 

Our selling, general and administrative expense declined in 2002 by 
$354 million, or 3.8% principally driven by strong cost control man- 
agement and the effects of business integration activities and 
achievement of merger synergies, resulting in reduced spending for 
general and administrative services and lower salary and wage costs. 
These cost reductions were partially offset by higher costs associ- 
ated with uncollectible accounts receivable for CLECs and other 
wholesale customers and by higher costs for pension and other 
employee benefits. 

Depreciation and Amortization Expense 
In 2003, the decline in depreciation and amortization expense of $239 
million, or 2.5% was principally attributable to lower rates of depreci- 
ation on telephone plant, as well as the favorable impact on 
depreciation expense of adopting SFAS No. 143, effective January 1, 
2003. These expense reductions were partially offset by higher soft- 
ware amortization costs. 

In 2002, the increase in depreciation and amortization expense of 
$1 96 million, or 2.1 % was due to growth in depreciable telephone 
plant and increased software amortization costs. These factors were 
offset, in part, by the effect of lower rates of depreciation on tele- 
phone plant. 

Segment Income (dollars in millions) 
Years Ended December 31, 2003 2002 2001 

Segment Income $ 3,335 $ 4,364 $ 4,509 

Segment income decreased by $1,029 million, or 23.6% in 2003 and 
$145 million, or 3.2% in 2002 primarily as a result of the after-tax 
impact of operating revenues and operating expenses described 
above. Special and non-recurring charges of $1,099 million, $236 mil- 
lion, and $1,188 million, after-tax, affected the Domestic Telecom 
segment in 2003, 2002 and 2001, respectively. Special and non- 
recurring items in 2003 primarily include the costs associated with 
severance activity, including retirement enhancement costs, and pen- 
sion settlements for employees that received lump-sum distributions 
under voluntary separation plans, partially offset by the favorable 
impact of adopting SFAS No. 143. Special and non-recurring items in 
2002 primarily relate to gains on sales of assets, net, offset by 
employee severance and termination benefit costs, merger-related 
costs, our financial statement exposure to MCI, the settlement of a 
litigation matter and the adoption of SFAS No. 142. Special and non- 
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recurring items in 2001 primarily relate to merger-related costs and 
severance and retirement enhancement costs. Special and non- 
recurring items in 2002 and 2001 also include the results of 
operations of the access lines sold. 

Domestic Wireless 

Our Domestic Wireless segment provides wireless voice and data 
services and equipment sales across the United States. This seg- 
ment primarily represents the operations of the Verizon Wireless joint 
venture with Vodafone. Verizon owns a 55% interest in the joint ven- 
ture and Vodafone owns the remaining 45%. All financial results 
included in the tables below reflect the consolidated results of 
Verizon Wireless. 

Operating Revenues (dollars in millions) 

Years Ended December 31, 2003 2002 2001 

Wireless sales and services $22,489 $ 79,473 $ 17,560 

Domestic Wireless’s total revenues of $22,489 million were $3,016 
million, or 15.5% higher in 2003 compared to 2002. Service revenues 
of $20,336 million were $2,589 million, or 14.6% higher than 2002. 
This revenue growth was largely attributable to customer additions 
and higher revenue per customer per month. 

Our Domestic Wireless segment ended 2003 with 37.5 million cus- 
tomers, an increase of 5.0 million net new customers, or 15.5%. 
Retail net additions accounted for 4.6 million, or 92.0% of the total 
net additions. Approximately 35.1 million, or 94% of Domestic 
Wiretess’s customers now subscribe to digital services, compared to 
88% at year-end 2002 and generate almost 99% of our busy-hour 
usage. The overall composition of our Domestic Wireless customer 
base as of December 31, 2003 was 91% retail postpaid, 5% retail 
prepaid and 4% resellers. The average monthly churn rate, the rate at 
which customers disconnect service, decreased to 1.8% for 2003, 
compared to 2.3% for 2002. 

Average revenue per customer per month was $48.85, or 1.0% 
higher in 2003 compared to 2002, primarily due to a larger number of 
customers on higher access price plan offerings as well as an 
increase in data revenues per subscriber. This increase was partially 
offset by decreased roaming revenue as a result of rate reductions 
with third-party carriers and decreased long distance revenue due to 
bundled pricing. Average MOUs per customer increased to 457, or 
30.9% in 2003 compared to 2002. 

Domestic Wireless’s revenues of $19,473 million were $1,913 million, 
or 10.9% higher in 2002 compared to 2001. Service revenues of 
$17,747 million were $1,736 million, or 10.8% higher than 2001. This 
revenue growth was largely attributable to customer additions and 
higher revenue per customer per month. At year-end 2002, cus- 
tomers totaled approximately 32.5 million, an increase of 10.5% over 
year-end 2001, which included 485,000 customers added as a result 
of acquisitions during 2002, primarily from the acquisition of the wire- 
less operations of Price Communications Corp. (Price) in Alabama, 
Florida, Georgia and South Carolina. Total churn decreased to 2.3% 
in 2002, compared to 2.5% in 2001. Average revenue per customer 
per month increased by 1.1 % to $48.35 in 2002, compared to 2001 
primarily due to higher access revenue per customer. 
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Operating Expenses (dollars in millions) 
Years Ended December 31, 2003 2002 2001 

Cost of services and sales $ 6,460 $ 5,456 $ 5,085 
Selling, general and administrative expense 8,057 7,084 6,461 
Depreciation and amortization expense 3.888 3,293 3,709 

$18,405 $15,833 $ 35,255 

Cost of Services and Sales 
Cost of services and sales, which are costs to operate the wireless 
network as well as the cost of roaming, long distance and equipment 
sales, increased by $1,004 million, or 18.4% in 2003. Cost of services 
increased primarily due to higher direct wireless network charges 
resulting from increased MOUs in 2003 compared to 2002, partially 
offset by lower roaming, local interconnection and long distance 
rates. Cost of equipment sales was higher by 24.2% in 2003, due pri- 
marily to an increase in handsets sold, driven by growth in customer 
additions and an increase in equipment upgrades in 2003 compared 
to 2002. 

Cost of services and sales increased by $371 million, or 7.3% in 2002 
compared to 2001. This increase was due primarily to increased net- 
work costs resulting from increased MOUs, and an increase in cost of 
equipment sales driven by growth in new customer additions. 

Selling, General and Administrative Expense 
Selling, general and administrative expense increased by $973 mil- 
lion, or 13.7% in 2003. This increase was primarily due to an increase 
in salary and wage expense of $338 million, caused by an increase in 
the employee base, primarily in the customer care and sales chan- 
nels, as well as an increase in employee benefits expense. Also 
contributing to the increase was higher sales commissions in our 
direct and indirect channels of $233 million, primarily related to an 
increase in customer additions and renewals during the year. Costs 
associated with regulatory fees, primarily the universal service fund, 
increased by $159 million in 2003, compared to 2002 due to an April 
2003 FCC order requiring a change in the methodology for billing 
these fees from a flat rate to a percentage rate. 

Selling, general and administrative expense increased by $623 mil- 
lion, or 9.6% in 2002 compared to 2001. This increase was due 
primarily to higher sales commissions related to the growth in cus- 
tomer additions and increased salary and wage expense. 

Depreciation and Amortization Expense 
Depreciation and amortization expense increased by $595 million, or 
18.1 % in 2003 compared to 2002. This increase was primarily due to 
increased depreciation expense related to the increase in depreciable 
assets. 

Depreciation and amortization expense decreased by $41 6 million, or 
11.2% in 2002 compared to 2001. This decrease was mainly attribut- 
able to a reduction of amortization expense from the adoption of 
SFAS No. 142, effective January 1, 2002, which required that good- 
will and indefinite-lived intangible assets no longer be amortized, 
partially offset by increased depreciation expense related to the 
increase in depreciable assets. 

Segment Income (dollars in millions) 
Years Ended December 31, 2003 2002 2001 

Segment Income $ 1,083 $ 966 $ 537 

Segment income increased by $1 17 million, or 12.1 % in 2003 and by 
$429 million, or 79.9% in 2002, primarily as a result of the after-tax 
impact of operating revenues and operating expenses described 
above, partially offset by higher minority interest. Special and non- 
recurring charges of $57 million and $107 million, after-tax, affected 
the Domestic Wireless segment in 2002 and 2001, respectively, and 
were primarily merger-related costs and employee severance costs. 
There were no special items affecting this segment in 2003. 

Increases in minority interest in 2003 and 2002 were principally due 
to the increased income of the wireless joint venture and the signifi- 
cant minority interest attributable to Vodafone. 

Information Services 

Our Information Services segment consists of our domestic and 
international publishing businesses, including print SuperPages@ and 
our Internet directory, SuperPages.comTM, and electronic commerce 
services. This segment has operations principally in North America 
and Latin America. 

During 2003, Information Services changed its method of recognizing 
revenue and expenses from the publication-date method to the 
amortization method effective January 1, 2003. Under the amortiza- 
tion method, revenue and direct expenses are recognized over the 
life of the directory, which is usually 12 months. 

Operating Revenues (dollars in millions) 
Years Ended December 31, 2003 2002 2001 

Operating Revenues $ 4,114 $ 4,287 $ 4,313 

Operating revenues from our Information Services segment 
decreased $1 73 million, or 4.0% in 2003. The decrease was due pri- 
marily to the impact of the accounting change from the 
publication-date method to the amortization method and the elimina- 
tion of revenue related to the sales of businesses (directories no 
longer published by Information Services). Revenues from ongoing 
operations remained relatively flat for the year. Verizon’s domestic 
Internet directory service, SuperPages.comTM, continues to achieve 
strong domestic growth as demonstrated by a 32.7% increase in rev- 
enue over 2002. 

Operating revenues from our Information Services segment 
decreased $26 million, or 0.6% in 2002. The decrease was due pri- 
marily to the elimination of directory revenues related to wireline 
property sales as well as reduced extension of publications and affil- 
iate revenues. The decrease was partially offset by sales performance 
growth and increased revenue from the August 2001 acquisition of 
TELUS’ advertising services business in Canada. SuperPages.comTM 
revenue increased 63.7% compared to 2001. 

23 



management’s discussion and analysis 
of results of operations and financial condition continued 

Operating Expenses (dollars in millions) 
Years Ended December 31, 2003 2002 2001 

Cost of services and sales $ 641 $ 688 $ 743 

Depreciation and amortization expense 89 74 79 
Selling, general and administrative expense 1,505 1,411 1,218 

Sales of businesses, net (141) - - 
$ 2,094 $ 2,173 $ 2,040 

Cost of Services and Sales 
Cost of services and sales decreased $47 million, or 6.8% in 2003. 
The decrease was due primarily to operational cost savings, cost 
reductions recognized due to the sales of businesses, and the 
change in accounting from the publication-date method to the amor- 
tization method. 

Cost of services and sales decreased $55 million, or 7.4% in 2002. 
The decrease was due primarily to the execution of cost reduction 
initiatives and merger synergies. 

Selling, General and Administrative Expense 
Selling, general and administrative expense increased $94 million, or 
6.7% in 2003. The increase was due primarily to higher pension and 
benefit costs and increased bad debt expense partially offset by 
operational cost savings, costs reductions recognized due to the 
sales of businesses, and the change in accounting from the publica- 
tion-date method to the amortization method. 

Selling, general and administrative expense increased $1 93 million, 
or 15.8% in 2002. The increase was due primarily to increased selling 
costs, higher bad debt expense and a small asset gain recorded 
in 2001. 

Sales of Businesses, Net 
In 2003, Information Services completed the sale of its directory busi- 
nesses in Europe, which consisted of publishing operations in 
Austria, the Czech Republic, Gibraltar, Hungary, Poland and Slovakia. 
We recorded a pretax net gain of $141 million. 

Segment income (dollars in millions) 
Years Ended December 31, 2003 2002 2001 

Segment Income $ 1,206 $ 1,281 $ 1,352 

Segment income decreased $75 million, or 5.9% in 2003 and $71 
million, or 5.3% in 2002 as a result of the after-tax impact of oper- 
ating revenues and expense issues described above. Special and 
non-recurring charges of $1,738 million, $92 million and $81 million, 
after-tax, affected the Information Services segment in 2003, 2002 
and 2001, respectively. Special items in 2003 were primarily related 
to the change in accounting from the publication-date method to the 
amortization method and severance charges. Special items in 2002 
included merger-related costs, costs associated with Domestic 
Telecom access line sales and severance costs. Special items in 
2001 pertained to merger-related costs. 

Either the cost or the equity method is applied to those investments 
in which we have less than a controlling interest. 

On June 13,2003, we announced our decision to sell our 39.4% con- 
solidated interest in lusacell. We reclassified our investment and the 
results of operations of lusacell in the current and prior years as dis- 
continued operations in accordance with SFAS No. 144, “Accounting 
for the Impairment or Disposal of Long-Lived Assets.” We subse- 
quently sold our shares in lusacell on July 29, 2003. Discontinued 
operations are excluded from International’s segment income. 

On January 25, 2002, we exercised our option to purchase an addi- 
tional 12% of TELPRI common stock from the government of Puerto 
Rico. We now hold 52% of TELPRI stock, up from 40% held at 
December 31, 2001. As a result of gaining control over TELPRI, we 
changed the accounting for this investment from the equity method 
to consolidation, effective January 1,2002. Accordingly, TELPRl’s net 
results of operations are reported as a component of Equity in 
Earnings (Loss) of Unconsolidated Businesses for the year ended 
December 31, 2001, while 2002 and 2003 results of operations are 
included in consolidated revenues and expenses in the tables below. 

On March 28, 2002, we transferred 5.5 million of our shares in CTI to 
an indirectly wholly owned subsidiary of Verizon and subsequently 
transferred ownership of that subsidiary to a newly created trust for 
CTI employees. This decreased our ownership percentage in CTI 
from 65% to 48%. We also reduced our representation on CTl’s 
board of directors from five of nine members to four of nine (subse- 
quently reduced to one of five members). As a result of these actions 
that surrendered control of CTI, we changed our method of 
accounting for this investment from consolidation to the equity 
method. On June 3, 2002, as a result of an option exercised by 
Telfone (BVI) Limited (Telfone), a CTI shareholder, Verizon acquired 
approximately 5.3 million additional CTI shares. Also on June 3,2002, 
we transferred ownership of a wholly owned subsidiary of Verizon 
that held 5.4 million CTI shares to a second independent trust leaving 
us with an approximately 48% non-controlling interest in CTI. In addi- 
tion, during the first quarter of 2002, we wrote our remaining 
investment in CTI, including those shares we were contractually 
committed to purchase under the Telfone option, down to zero (see 
“Special Items”). Since we had no other future commitments or plans 
to fund CTl’s operations and had written our investment down to 
zero, in accordance with the accounting rules for equity method 
investments, we ceased recording operating income or losses related 
to CTl’s operations beginning in 2002. On October 16, 2003 we sold 
our entire remaining interest in CTI. Accordingly, CTl’s results of oper- 
ations are reported in revenues and expenses for the year ended 
December 31, 2001, while 2002 and 2003 revenues and expenses 
are not included in the tables below. 

Operating Revenues (dollars in millions) 
Years Ended December 31, 2003 2002 2001 

Operating Revenues $ 1,949 $ 2,219 $ 1,581 

International 

Our International segment includes international wireline and wireless 
telecommunication operations and investments primarily in the 
Americas and Europe. Our consolidated international investments as 
of December 31, 2003 included Verizon’s operations in the 
Dominican Republic, TELPRI in Puerto Rico and Micronesian 
Telecommunications Corporation in the Northern Mariana Islands. 
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Revenues generated by our international businesses decreased $270 
million, or 12.2% in 2003 and increased $638 million, or 40.4% in 
2002. The 2003 decrease was primarily due to declining foreign 
exchange rates in the Dominican Republic, reduced software sales as 
well as an adjustment to carrier access revenues at TELPRI. The 
2002 growth is primarily due to the consolidation of TELPRI partially 
offset by the deconsolidation of CTI in 2002. Adjusting 2001 to be 
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comparable with 2002, revenues generated by our international busi- 
nesses declined by $197 million, or 8.2%. The 2002 decrease in 
comparable revenues was due to the weak economies and increased 
competition in our Latin America markets, as well as reduced soft- 
ware sales. 

Operating Expenses (dollars in millions) 
Years Ended December 31, 2003 2002 2001 

Cost of services and sales $ 574 $ 586 $ 398 
Selling, general and administrative expense 691 61 0 61 0 
Depreciation and amortization expense 346 376 278 

$ 1,611 $ 1,572 $ 1,286 

Cost of Services and Sales 
Cost of services and sales decreased $12 million, or 2.0% in 2003 
and increased $188 million, or 47.2%, in 2002. The 2003 decrease 
reflects declining foreign exchange rates in the Dominican Republic 
partially offset by higher operating costs. The 2002 increase was pri- 
marily due to the consolidation of TELPRI, partially offset by the 
deconsolidation of CTI in 2002. Adjusting 2001 to be comparable 
with 2002, cost of services and sales decreased $55 million, or 8.6%. 
The 2002 decrease in comparable cost of services and sales reflects 
lower variable costs associated with reduced sales volumes. 

Selling, General and Administrative Expense 
Selling, general and administrative expense increased $81 million, or 
13.3% in 2003 and did not change in 2002. The 2003 increase was 
due to a charge recorded by TELPRI in 2003 as a result of an adverse 
Puerto Rico Circuit Court of Appeals ruling regarding access rates for 
intra-island long distance service and a contract settlement in 2002, 
offset by the replacement of a revenue-based operating tax in the 
Dominican Republic with an income tax and declining foreign 
exchange rates in the Dominican Republic. Adjusting 2001 to reflect 
the 2002 TELPRI consolidation and CTI deconsolidation for compa- 
rability with 2002, selling, general and administrative expense 
decreased $148 million, or 19.5%. The 2002 decrease in comparable 
selling, general and administrative expense was due to the contract 
settlement and declining foreign exchange rates in the Dominican 
Republic. 

Depreciation and Amortization Expense 
Depreciation and amortization expense decreased $30 million, or 
8.0% in 2003 and increased $98 million, or 35.3% in 2002. The 2003 
decrease was due to declining foreign exchange rates in the 
Dominican Republic and the adoption of SFAS No. 143, offset in part 
by increased depreciation generated from ongoing network capital 
expenditures. The 2002 growth was primarily due to the consolida- 
tion of TELPRI partially offset by the deconsolidation of CTI in 2002. 
Adjusting 2001 to be comparable with 2002, depreciation and amor- 
tization expense decreased $15 million, or 3.8%. The 2002 decrease 
was driven by a reduction of amortization expense from the adoption 
of SFAS No. 142, effective January 1, 2002, which required that 
goodwill and indefinite-lived intangible assets no longer be amor- 
tized, offset by ongoing network capital expenditures. 

Segment Income (dollars in millions) 
Years Ended December 31, 2003 2002 2001 

Segment Income $ 1,392 $ 1,152 $ 1,014 

Segment income increased by $240 million, or 20.8% in 2003 and by 
$138 million, or 13.6% in 2002. The increase in 2003 was largely 
driven by the changes in earnings from unconsolidated businesses. 

The 2002 increase was primarily the after-tax impact of operating rev- 
enues and operating expenses described above. 

Equity in earnings of unconsolidated businesses increased $447 mil- 
lion, or 69.4% in 2003. This increase was driven by tax benefits 
arising from a reorganization at Omnitel, a contribution tax reversal as 
a result of a favorable European Court of Justice ruling benefiting 
Omnitel, favorable foreign exchange rates and continued operational 
growth of Verizon’s equity investments, partially offset by lower gains 
on sales of investments in 2003. Income from other unconsolidated 
businesses decreased $49 million, or 22.5% in 2003. The decrease 
was due to income realized in 2002 from investments that have 
been sold. 

Equity in earnings of unconsolidated businesses decreased 51 79 mil- 
lion, or 21.7% in 2002 and income from other unconsolidated 
businesses increased $1 20 million, or 122.4% in 2002. Adjusting 
2001 for the consolidation of TELPRI and the deconsolidation of CTI, 
equity in earnings of unconsolidated businesses decreased $1 4 mil- 
lion, or 2.1%. This decrease was primarily the result of ceasing 
recording CTI’s operating losses in 2002, more than offset by the 
unfavorable impact of Venezuelan bolivar fluctuations on the results 
of CANTV in 2002 and lower operating results of TELUS. Higher 
income from other unconsolidated businesses was primarily due to a 
gain on the sale of a portion of our interest in Taiwan Cellular 
Corporation (FCC). 

Special and non-recurring charges of $791 million, $2,426 million and 
$2,966 million, after-tax, affected the International segment in 2003, 
2002 and 2001, respectively. Special and non-recurring items in 2003 
were primarily related to the impairment of our investment in lusacell, 
partially offset by the Eurotel Praha gain on sale. Special and non- 
recurring items in 2002 included losses on CANTV, TELUS, CTI and 
other investments and the cumulative effect of adopting SFAS No. 
142, partially offset by the gain on a sale of nearly all of our interest in 
TCNZ. Special and non-recurring items in 2001 primarily related to 
losses on investments in securities and a loss at CTI in connection 
with the deteriorating Argentinean economy and devaluation of the 
Argentinean peso. 

SPECIAL ITEMS 

~~ ~~~ ~ 

Discontinued Operations 

During 2003, we announced our decision to sell our 39.4% consoli- 
dated interest in lusacell into the tender offer launched by Movil 
Access, a Mexican company. Verizon tendered its shares shortly after 
the tender offer commenced, and the tender offer closed on July 29, 
2003. In accordance with SFAS No. 144, we have classified the 
results of operations of lusacell as discontinued operations. In con- 
nection with the decision to sell our interest in lusacell and a 
comparison of expected net sale proceeds to the net book value of 
our investment in lusacell (including the foreign currency translation 
balance), we recorded a pretax loss of $957 million ($931 million 
after-tax, or $.33 per diluted share). 
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~~ ~ ~ 

Sales of Businesses and Investments, Net 

Sales of Businesses, Net 
Wireline Properfy Sales 
During the third quarter of 2002, we completed the sales of all 
675,000 of our switched access lines in Alabama and Missouri to 
CenturyTel Inc. and 600,000 of our switched access lines in Kentucky 
to ALLTEL Corporation for $4,059 million in cash proceeds ($191 mil- 
lion of which was received in 2001). We recorded a pretax gain of 
$2,527 million ($1,550 million after-tax, or $.56 per diluted share). The 
operating revenues of the access lines sold were $623 million and 
$997 million for the years 2002 and 2001, respectively. Operating 
expenses of the access lines sold were $241 million and $413 million 
for the years 2002 and 2001, respectively. 

Wireless Overlap Property Sales 
During 2001, we recorded a pretax gain of $80 million ($48 million 
after-tax, or $.02 per diluted share) on the sale of the Cincinnati wire- 
less market and a pretax loss of $172 million ($108 million after-tax, 
or $.04 per diluted share) related to the sale of the Chicago wireless 
market. 

Other Transactions 
During 2002, we recorded a net pretax gain of $220 million ($1 16 mil- 
lion after-tax, or $.04 per diluted share), primarily resulting from a 
pretax gain on the sale of TSI of $466 million ($275 million after-tax, 
or $.lo per diluted share), partially offset by an impairment charge in 
connection with our exit from the video business and other charges 
of $246 million ($159 million after-tax, or $.06 per diluted share). 

During 2001, we recorded charges totaling $258 million ($1 66 million 
after-tax, or $.06 per diluted share) related to exiting several busi- 
nesses, including our video business and some leasing activities. 

Sales of Investments, Net 
During 2003, we recorded a pretax gain of $348 million on the sale of 
our interest in Eurotel Praha. Also during 2003, we recorded a net 
pretax gain of $176 million as a result of a payment received in con- 
nection with the liquidation of Genuity. In connection with these sales 
transactions, Verizon recorded contributions of $1 50 million for each 
of the transactions to Verizon Foundation to fund its charitable activ- 
ities and increase its self-sufficiency. Consequently, we recorded a 
net gain of $44 million after taxes, or $.02 per diluted share related to 
these transactions and the accrual of the Verizon Foundation contri- 
butions. 

During 2002, we sold nearly all of our investment in TCNZ for net 
cash proceeds of $769 million, which resulted in a pretax gain of 
$383 million ($229 million after-tax, or $.08 per diluted share). 

Investment-Related Charges and Related Tax Benefits 
~ 

We continually evaluate our investments in unconsolidated busi- 
nesses and other long-lived assets for impairment. That evaluation 
includes, in addition to persistent, declining stock prices, general 
economic and company-specific evaluations. In the event of a deter- 
mination that a decline in market value is other than temporary, a 
charge to earnings is recorded for the loss and a new cost basis in 
the investment is established. As of December 31, 2003, no impair- 
ments were determined to exist. 

In 2002, we recorded total net investment-related pretax losses 
of $6,202 million ($5,652 million after-tax, or $2.06 per diluted 
share) in Equity in Earnings (Loss) of Unconsolidated Businesses, 
Income (Loss) from Other Unconsolidated Businesses and Selling, 
General and Administrative Expense. These losses are comprised of 
the following: 

A loss of $2,898 million ($2,735 million after-tax, or $1.00 per 
diluted share) related to our investment in Genuity. This loss 
includes a write-down of our investments and loans of $2,624 mil- 
lion ($2,560 million after-tax, or $.93 per diluted share). We also 
recorded a pretax charge of $274 million ($175 million after-tax, or 
$.07 per diluted share) related to the remaining financial exposure 
to our assets, including receivables, as a result of Genuity’s bank- 
ruptcy. 

During 2002, we also recorded a pretax loss of $1,400 million 
($1,400 million after-tax, or $51 per diluted share) due to the other 
than temporary decline in the market value of our investment in 
CANTV. As a result of the political and economic instability in 
Venezuela, including the devaluation of the Venezuelan bolivar, 
and the related impact on CANN’s future economic prospects, 
we no longer expected that the future undiscounted cash flows 
applicable to CANTV would be sufficient to recover our invest- 
ment. Accordingly, we wrote our investment down to market value 
as of March 31,2002. 

In 2002, we also recorded an other than temporary loss related to 
several investments, including a loss of $580 million ($430 million 
after-tax, or $.16 per diluted share) to the market value of our 
investment in TELUS, a net loss of $347 million ($230 million after- 
tax, or $.08 per diluted share) primarily related to the market value 
of our investment in C&W and losses totaling $231 million ($231 
million after-tax, or $.08 per diluted share) relating to several other 
investments. 

In 2002, we recorded a pretax loss of $516 million ($436 million 
after-tax, or $.16 per diluted share) to market value of MFN prima- 
rily due to the other than temporary decline in the market value of 
our investment in MFN. During 2001, we wrote down our invest- 
ment in MFN due to the declining market value of its stock. We 
wrote off our remaining investment and other financial statement 
exposure related to MFN in 2002 primarily as a result of its deteri- 
orating financial condition and related defaults. 
In addition, in 2002 we recorded a pretax loss of $230 million 
($190 million after-tax, or $.07 per diluted share) to fair value due 
to the other than temporary decline in the fair value of our 
remaining investment in CTI. In 2001, we recorded an estimated 
loss of $637 million ($637 million after-tax, or $23 per diluted 
share) to reflect the impact of the deteriorating Argentinean 
economy and devaluation of the Argentinean peso on CTl’s finan- 
cial position. As a result of these charges, our financial exposure 
related to our equity investment in CTI was eliminated. 

As a result of capital gains and other income on access line sales and 
investment sales in 2002, as well as assessments and transactions 
related to several of the impaired investments during the third and 
fourth quarters of 2002, we recorded tax benefits of $2,104 million 
($.77 per diluted share) in 2002 pertaining to current and prior year 
investment impairments. The investment impairments primarily 
related to debt and equity investments in MFN and in Genuity. 
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Prior to the second quarter of 2001, we considered the declines in 
the market values of our investments in securities to be temporary, 
due principally to the overall weakness in the securities markets as 
well as telecommunications sector share prices. However, included in 
our results for 2001 is the recognition of pretax losses recorded in 
June 2001 and December 2001 totaling $4,686 million ($3,607 million 
after-tax, or $1.32 per diluted share) primarily relating to our invest- 
ments in C&W, NTL and MFN. We determined, through the evaluation 
described above, that market value declines in these investments 
were considered other than temporary. 

During 2001, we also recorded a pretax charge of $1,251 million 
($1,251 million after-tax, or $.46 per diluted share) related to our cost 
investment in Genuity. The charge was necessary because we deter- 
mined that the decline in the estimated fair value of Genuity was 
other than temporary. Our investment in Genuity was not considered 
a marketable security given its unique characteristics and the associ- 
ated contingent conversion right. However, we estimated fair value 
based on the number of shares of Genuity we would own, assuming 
the exercise of the contingent conversion right, and the market value 
of Genuity common stock. 

Other Strategic Actions and Completion of Merger 

Severance, Pension and Benefit Charges 
Total pension, benefit and other costs related to severance activities 
were $5,524 million ($3,399 million after-tax, or $1.22 per diluted 
share) in 2003, primarily in connection with the voluntary separation 
of more than 25,000 employees, as follows: 

In the fourth quarter of 2003, we recorded a pretax charge of 
$4,695 million ($2,882 million after-tax, or $1.03 per diluted share) 
primarily associated with costs incurred in connection with a vol- 
untary separation plan under which more than 21,000 employees 
accepted the separation offer. This pretax voluntary separation 
plan charge included $2,716 million recorded in accordance with 
SFAS No. 88, “Employers’ Accounting for Settlements and 
Curtailments of Defined Benefit Pension Plans and for Termination 
Benefits” and SFAS No. 106, “Employers’ Accounting for 
Postretirement Benefits Other Than Pensions” for pension and 
postretirement benefit enhancements and a net curtailment gain 
for a significant reduction of the expected years of future service 
resulting from early retirements. In addition, we recorded a pretax 
charge of $76 million for pension settlement losses related to 
lump-sum settlements of some existing pension obligations. SFAS 
No. 88 requires that settlement losses be recorded once pre- 
scribed payment thresholds have been reached. The fourth 
quarter pretax charge also included severance costs of $1,720 
million and costs related to other severance-related activities of 
$183 million. 

We also recorded a special charge in 2003 of $235 million ($150 
million after-tax, or $.05 per diluted share) primarily associated 
with employee severance costs and severance-related activities in 
connection with the voluntary separation of approximately 4,000 
employees. In addition, we recorded pretax pension settlement 
losses of $131 million ($81 million after-tax, or $.03 per diluted 
share) in 2003 related to employees that received lump-sum dis- 
tributions during the year in connection with previously announced 
employee separations. 

Further, in 2003 we recorded a special charge of $463 million 
($286 million after-tax, or $.lo per diluted share) in connection with 
enhanced pension benefits granted to employees retiring in the 
first half of 2003, estimated costs associated with the July 10, 
2003 Verizon-New York arbitration ruling and pension settlement 
losses related to lump-sum pay-outs in 2003. On July 10,2003, an 
arbitrator ruled that Verizon-New York’s termination of 2,300 
employees in 2002 was not permitted under a union contract; sim- 
ilar cases were pending impacting an additional 1,100 employees. 
Verizon offered to reinstate all 3,400 impacted employees, and 
accordingly, recorded a charge in the second quarter of 2003 rep- 
resenting estimated payments to employees and other related 
company-paid costs. 

Total pension, benefit and other costs related to severances were 
$2,010 million ($1,264 million after taxes and minority interest, or $.46 
per diluted share) in 2002, primarily in connection with the separation 
of approximately 8,000 employees and pension and other postretire- 
ment benefit charges associated with 2002 and 2001 severance 
activity, as follows: 

In the fourth quarter of 2002, we recorded a pretax charge of $981 
million ($604 million after taxes and minority interest, or $.22 per 
diluted share) primarily associated with pension and benefit costs 
related to severances in 2002 and 2001. This pretax charge 
included $910 million recorded in accordance with SFAS No. 88 
and SFAS No. 106 for curtailment losses related to a significant 
reduction of the expected years of future service resulting from 
early retirements once the prescribed threshold was reached, pen- 
sion settlement losses related to lump-sum settlements of some 
existing pension obligations and pension and postretirement ben- 
efit enhancements. The fourth quarter charge also included 
severance costs of $71 million. 

We also recorded a pretax charge in 2002 of $295 million ($185 
million after-tax, or $.07 per diluted share) related to settlement 
losses incurred in connection with previously announced 
employee separations. 

In addition, we recorded a charge of $734 million ($475 million 
after taxes and minority interest, M $.17 per diluted share) in 2002 
primarily associated with employee severance costs and sever- 
ance-related activities in connection with the voluntary and 
involuntary separation of approximately 8,000 employees. 

During 2001, we recorded a special charge of $1,613 million ($1,001 
million after-tax, or $.37 per diluted share) primarily associated with 
employee severance costs and related pension enhancements. The 
pretax charge included severance and related benefits of $765 million 
for the voluntary and involuntary separation of approximately 10,000 
employees. We also recorded a pretax charge of $848 million prima- 
rily associated with related pension enhancements. 

Other Charges and Special items 
During 2003, we recorded other special pretax charges of $557 mil- 
lion ($419 million after-tax, or $.15 per diluted share). These charges 
included $240 million ($156 million after-tax, or $.06 per diluted share) 
primarily in connection with environmental remediation efforts relating 
to several discontinued businesses, including a former facility that 
processed nuclear fuel rods in Hicksville, New York (see “Other 
Factors That May Affect Future Results”) and a pretax impairment 
charge of $184 million ($184 million after-tax, or $.07 per diluted 
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share) pertaining to our leasing operations for airplanes leased to air- 
lines experiencing financial difficulties and for power generating 
faciiities. These 2003 charges also include pretax charges of $61 mil- 
lion ($38 million after-tax, or $.01 per diluted share) related to the 
early retirement of debt and other pretax charges of $72 million ($41 
million after-tax, or $.Ol per diluted share). 

During 2002, we recorded pretax charges of $626 million ($469 mil- 
lion after-tax, or $.17 per diluted share). These charges related to 
losses in connection with our financial statement exposure to MCI 
due to its July 2002 bankruptcy of $300 million ($1 83 million after-tax, 
or $.07 per diluted share), an impairment charge of $1 17 million ($1 36 
million after-tax, or $.05 per diluted share) pertaining to our leasing 
operations for airplanes leased to airlines experiencing financial diffi- 
culties and other charges of $209 million ($150 million after-tax, or 
$.05 per diluted share). In addition, we recorded a charge of $175 mil- 
lion ($114 million after-tax, or $.04 per diluted share) related to a 
settlement of a litigation matter that arose from our decision to termi- 
nate an agreement with Northpoint Communications Group, Inc. to 
combine the two companies’ DSL businesses. 

Other charges and special items recorded during 2001 include an 
asset impairment charge of $151 million ($95 million after-tax, or $.03 
per diluted share) related to property sales and facility consolidation, 
a charge of $182 million ($179 million after taxes and minority 
interest, or $.07 per diluted share) in connection with mark-to-market 
adjustments related to some of our financial instruments and a 
charge of $29 million ($19 million after-tax, or $.01 per diluted share) 
resulting from the early retirement of debt. In 2001, we also recorded 
a loss of $35 million ($26 million after-tax, or $.01 per diluted share) 
related to international losses. 

Merger Transition Costs 
We announced at the time of the Bell Atlantic-GTE merger in 2000 
that we expected to incur a total of approximately $2 billion of transi- 
tion costs related to the merger and the formation of the wireless joint 
venture. These costs were incurred to establish the Verizon brand, 
integrate systems, consolidate real estate and relocate employees. 
Transition activities were complete at December 31,2002 and totaled 
$2,243 million. For 2002 and 2001, transition costs were $51 0 million 
($288 million after taxes and minority interest, or $.lo per diluted 
share) and $1,039 million ($578 million after taxes and minority 
interest, or $.21 per diluted share), respectively. 

CONSOLIDATED FINANCIAL CONDITION 

(dollars in millions) 
Years Ended December 31, 2003 2002 2001 

Cash Flows Provided By (Used In) 
Operating activities $ 22,482 $ 22,099 $ 19,526 
Investing activities (12,246) (6.800) (21,324) 
Financing activities (10,959) (1 4,809) 1,973 
Increase (Decrease) In Cash 

and Cash Equivalents $ (723) $ 490 $ 175 

We use the net cash generated from our operations to fund network 
expansion and modernization, repay external financing, pay divi- 
dends and invest in new businesses. Additional external financing is 
utilized when necessary. While our current liabilities typically exceed 
current assets, our sources of funds, primarily from operations and, 
to the extent necessary, from readily available external financing 
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arrangements, are sufficient to meet ongoing operating and investing 
requirements. We expect that capital spending requirements will con- 
tinue to be financed primarily through internally generated funds. 
Additional debt or equity financing may be needed to fund additional 
development activities or to maintain our capital structure to ensure 
our financial flexibility. 

Cash Flows Provided By Operating Activities 

Our primary source of funds continues to be cash generated from 
operations. In 2003, the increase in cash from operations was prima- 
rily driven by a decrease in working capital requirements, net of a 
lower provision for uncollectible accounts. The decrease in working 
capital requirements was driven by an increase in payables and 
higher accrued income taxes related to tax payments not yet due. 

In 2002, the increase in cash from operations compared to 2001 pri- 
marily reflects improved results of operations before gains or losses 
on asset sales. 

Cash Flows Used In Investing Activities 

Capital expenditures continue to be our primary use of capital 
resources and facilitate the introduction of new products and serv- 
ices, enhance responsiveness to competitive challenges and 
increase the operating efficiency and productivity of our networks. 
Including capitalized software, we invested $6,820 million in our 
Domestic Telecom business in 2003, compared to $8,004 million and 
$1 2,731 million in 2002 and 2001, respectively. We also invested 
$4,590 million in our Domestic Wireless business in 2003, compared 
to $4,414 million and $5,080 million in 2002 and 2001, respectively. 
The decrease in capital spending in 2003 and 2002, particularly by 
Domestic Telecom, is primarily due to a decrease in demand for local 
network expansion, partially offset by investments in high growth 
areas such as long distance and DSL. 

Capital spending, including capitalized software, is expected to be 
approximately $1 2 billion to $1 3 billion in 2004. This range includes 
$6.5 billion to $7.0 billion for Domestic Telecom, $5.0 billion to $5.5 
billion for Domestic Wireless and a total of $5 billion for Information 
Services, International and Corporate and Other businesses. 

We invested $1,162 million in acquisitions and investments in 
businesses during 2003, including $762 million to acquire 50 
wireless licenses and related network assets from Northcoast 
Communications LLC and $157 million for other wireless properties. 
In 2002, we invested $1,088 million in acquisitions and investments in 
businesses, including $556 million to acquire some of the cellular 
properties of Dobson Communications Corporation and $242 million 
for other wireless properties. We also received a $1,740 million refund 
from the FCC in connection with a wireless auction payment. 
In 2001, we invested $3,072 million in acquisitions and investments in 
businesses, including $1,691 million related to wireless licenses pur- 
chased in connection with an FCC auction, $410 million for additional 
wireless spectrum purchased from another telecommunications car- 
rier and $194 million in wireless properties. In addition, we invested 
$497 million in 2001 to acquire the directory business of TELUS. 

In 2003, we received cash proceeds of $229 million, from the sale of 
our directory publication operations in Austria, the Czech Republic, 
Gibraltar, Hungary, Poland and Slovakia. In 2002, we received cash 
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proceeds of $4,638 million, including $3,868 million from the sale of 
non-strategic access lines and $770 million in connection with the 
sale of TSI. In 2001, we received cash proceeds of $200 million and 
$215 million in connection with sales of our Cincinnati and Chicago 
wireless overlap properties, respectively. 

Our short-term investments include principally cash equivalents held 
in trust accounts for payment of employee benefits. In 2003, 2002 
and 2001, we invested $1,887 million, $2,073 million and $1,928 mil- 
lion, respectively, in short-term investments, primarily to pre-fund 
active employees’ health and welfare benefits. Proceeds from the 
sales of all short-term investments, principally for the payment of 
these benefits, were $1,767 million, $1,857 million and $1,546 million 
in the years 2003, 2002 and 2001, respectively. 

Other, net investing activities for 2003 include net cash proceeds of 
$415 million in connection with sales of our interests in various 
investments, primarily TCC and Crown Castle International Corp. and 
$195 million in connection with the sale of our interest in Eurotel 
Praha, representing a portion of the total proceeds of $525 million. 
Other, net investing activities for 2002 include total cash proceeds of 
$1,453 million in connection with share sales of various investments, 
including net cash proceeds of $769 million in connection with a sale 
of nearly all of our investment in TCNZ and $281 million related to the 
sale of our investment in C&W, and purchases of investments of $425 
million. Other, net investing activities for 2001 included loans to 
Genuity of $1,150 million. In addition, in 2001 we received a deposit 
of $1 91 million related to the sale of non-strategic access lines, $1 67 
million in connection with CANTV’s share repurchase program and 
proceeds of $515 million related to prior year wireless asset sales. 

Under the terms of an investment agreement relating to our wireless 
joint venture, Vodafone may require Verizon Wireless to purchase up 
to an aggregate of $20 billion worth of Vodafone‘s interest in Verizon 
Wireless at designated times between 2003 and 2007 at its then fair 
market value. In the event Vodafone exercises its put rights, we have 
the right, exercisable at our sole discretion, to purchase up to $12.5 
billion of Vodafone’s interest instead of Verizon Wireless for cash or 
Verizon stock at our option. Vodafone may require the purchase of up 
to $1 0 billion during a 61 -day period opening on June 10 and closing 
on August 9 in 2004, and the remainder, which may not exceed $10 
billion in any one year, during a 61-day period opening on June 10 
and closing on August 9 in 2005 through 2007. Vodafone also may 
require that Verizon Wireless pay for up to $7.5 billion of the required 
repurchase through the assumption or incurrence of debt. Vodafone 
did not exercise its put rights during the 61 -day period that ended on 
August 9,2003. 

Cash Flows Provided BY (Used In) Financing Activities 
~ 

Cash of $7,436 million was used to reduce our total debt during 
2003. We repaid $5,646 million of Verizon Global Funding Corp., 
$2,190 million of Domestic Telecom, $1,582 million of Domestic 
Wireless and $1,239 million of other corporate long-term debt, and 
reduced our short-term borrowings by $1,330 million with cash from 
operations and the issuance of Verizon Global Funding, Domestic 
Telecom and Domestic Wireless long-term debt. Verizon Global 
Funding, Domestic Telecom and Domestic Wireless issued long-term 
debt with principal amounts of $1,500 million, $1,653 million and 
$1,525 million, respectively, resulting in total cash proceeds of $4,591 

million, net of discounts, costs and a payment related to a hedge on 
the interest rate for an anticipated financing. 

Cash of $1 1,595 million was used to reduce our total debt during 
2002. We repaid $4,083 million of Verizon Global Funding, $2,454 mil- 
lion of Domestic Telecom and $1,022 million of Domestic Wireless 
long-term debt (including $585 million of net debt assumed in con- 
nection with the Price transaction), and reduced our short-term 
borrowings by $1 1,024 million primarily with cash and the issuance of 
Domestic Telecom and Verizon Global Funding long-term debt. 
Domestic Telecom and Verizon Global Funding issued $3,779 million 
and $3,816 million of long-term debt, respectively. 

The net cash proceeds from increases in our total debt during 2001 
of $6,031 million was primarily due to the issuance of $7,002 million 
of long-term debt by Verizon Global Funding, partially offset by 
repayments of $980 million of maturities of corporate long-term debt. 
In addition, Verizon Wireless issued $4,555 million of long-term debt 
and repaid $4,690 million of revolving loans, while Domestic Telecom 
incurred $2,303 million of long-term debt, repaid $573 million of net 
short-term debt and retired $1,430 million of long-term debt. 

Our ratio of debt to debt combined with shareowners’ equity was 
57.6% at December 31, 2003, compared to 62.0% at December 
31,2002. 

As of December 31, 2003, we had $143 million in bank borrowings 
outstanding. In addition, we had approximately $5.9 billion of unused 
bank lines of credit and our telephone and financing subsidiaries had 
shelf registrations for the issuance of up to $1 2.5 billion of unsecured 
debt securities. The debt securities of our telephone and financing 
subsidiaries continue to be accorded high ratings by primary rating 
agencies. In February 2003, Standard & Poor’s upgraded our credit 
rating outlook from negative to stable, citing debt reduction efforts 
over the past year. We have adopted a debt portfolio strategy that 
continues our overall debt reduction efforts through the remainder of 
the year. 

Verizon and its consolidated subsidiaries are in compliance with all of 
their debt covenants. 

As in prior years, dividend payments were a significant use of capital 
resources. We determine the appropriateness of the level of our divi- 
dend payments on a periodic basis by considering such factors as 
long-term growth opportunities, internal cash requirements and the 
expectations of our shareowners. In 2003, 2002 and 2001, we 
declared quarterly cash dividends of $.385 per share. 

Common stock has generally been issued to satisfy funding require- 
ments of employee benefit plans. On January 22, 2004, the Board of 
Directors authorized the repurchase of up to 80 million common 
shares terminating no later than the close of business on February 
28, 2006. The Board of Directors also determined that no additional 
common shares may be purchased under the previous program. 

Increase (Decrease) In Cash and Cash Equivalents 

Our cash and cash equivalents at December 31, 2003 totaled $699 
million, a $723 million decrease compared to cash and cash equiva- 
lents at December 31, 2002 of $1,422 million. The decrease in cash 
and cash equivalents was primarily driven by significant reduction in 
our outstanding borrowings, and capital expenditures and dividends 
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paid. Our cash and cash equivalents at December 31,2002 was $490 
million higher compared to December 31, 2001. The increase was 
driven by favorable results of operations, proceeds from non- 
strategic access line sales and other sales, partially offset by capital 
expenditures and a significant reduction in borrowings in 2002. 

Additional Minimum Pension Liability and Employee 
Benefit Plan Contributions 

We evaluate each pension plan to determine whether any additional 
minimum liability is required. In 2002, we recorded an additional min- 
imum pension liability of $1,342 million for the amount of excess 
unfunded accumulated benefit liability over our accrued liability, as 
required by SFAS No. 87, “Employers’ Accounting for Pensions.” A s  
a result of lower interest rates and lower than expected 2002 invest- 
ment returns, an additional minimum pension liability was required for 
a small number of plans. In 2003, we recorded a net benefit of $513 
million, primarily in Other Assets in the consolidated balance sheets, 
largely as a result of a higher return on plan assets in 2003. The 
increases in the asset and liability are recorded in Accumulated Other 
Comprehensive Loss, net of a tax benefit, in shareowners’ invest- 
ment in the consolidated balance sheets. 

We operate numerous qualified and nonqualified pension plans and 
other postretirement benefit plans. These plans primarily relate to our 
domestic business units and TELPRI. The majority of Verizon’s pen- 
sion plans are adequately funded. We contributed $126 million and 
$69 million in 2003 and 2002, respectively, to our qualified pension 
trusts, primarily for TELPRI. We also contributed $1 59 million and $88 
million to our nonqualified pension plans in 2003 and 2002, respec- 
tively. Consistent with these historical contributions and based on the 
funded status of the plans at December 31, 2003, we anticipate 
making required qualified pension trust contributions of $266 million 

(excluding nonqualified contributions of $1 61 million) in 2004, 
including $138 million related to TELPRI. As a result of pending fed- 
eral legislation pertaining to required pension funding, our 
assessment of the amount and timing of the required qualified pen- 
sion trust contributions for 2005 are less clear, but have been 
estimated to be approximately $350 million, including $1 36 million for 
TELPRI. Contributions to our other postretirement benefit plans gen- 
erally relate to payments for benefits primarily on an as-incurred basis 
since the other postretirement benefit plans do not have similar 
funding requirements as the pension plans. Consequently, we con- 
tributed $1,014 million and $919 million to our other postretirement 
benefit plans in 2003 and 2002, respectively. Consistent with these 
historical contributions and based on the funded status of the plans 
at December 31, 2003, we anticipate making required contributions 
to our other postretirement benefit plans of $1,149 million and $1,183 
million in 2004 and 2005, respectively. 

Leasing Arrangements 

We are the lessor in leveraged and direct financing lease agreements 
under which commercial aircraft and power generating facilities, 
which comprise the majority of the portfolio, along with industrial 
equipment, real estate property, te{ecommunications and other 
equipment are leased for remaining terms of less than 1 year to 45 
years as of December 31,2003. Minimum lease payments receivable 
represent unpaid rentals, less principal and interest on third-party 
nonrecourse debt relating to leveraged lease transactions. Since we 
have no general liability for this debt, which holds a senior security 
interest in the leased equipment and rentals, the related principal and 
interest have been offset against the minimum lease payments 
receivable in accordance with GAAP. All recourse debt is reflected in 
our consolidated balance sheets. 

- 

Off Balance Sheet Arrangements and Contractual Obligations 

Contractual Obligations and Commercial Commitments 
The following table provides a summary of our contractual obligations and commercial commitments at December 31, 2003. Additional detail 
about these items is included in the notes to the consolidated financial statements. 

(dollars in millions) 

More than 
5 years Contractual Obligations Total 1 year 1-3 years 

Long-term debt (see Note 11) $ 44,353 $ 5,097 $ 9,354 $ 4,927 $ 24,975 

Total long-term debt 44,593 5,180 9,406 4,956 25,051 
Interest on long-term debt (see Note 11) 29,997 2,507 4,521 3,689 19,280 
Operating leases (see Note 10) 4,653 909 1,699 91 8 1,127 

Other long-term liabilities (see Notes 5 and 15) 3,201 1,542 1,614 30 15 

Payments Due By Period 
Less than 

3-5 years 

Capital lease obligations (see Note 10) 240 83 52 29 76 

Purchase obligations (see Note 22) 630 41 3 21 7 - - 

Total contractual obligations $ 83,074 $ 10,551 $ 17,457 $ 9,593 $ 45,473 

distance service in the former Bell Atlantic region and satisfaction of 
other regulatory and legal requirements. On July 24, 2002, we con- 
verted all but one of our shares of Class B common stock of Genuity 
into shares of Class A common stock of Genuity and relinquished our 
right to convert our current ownership into a controlling interest in 
Genuity. On December 18, 2002, we sold all of our Class A common 
stock of Genuity. 

Genuity 

Prior to the merger of Bell Atlantic and GTE in 2000, we owned and 
consolidated Genuity, which was deconsolidated in June 2000 as a 
condition Of the merger in connection with an initial public offering. 
Our remaining ownership interest in Genuity contained a contingent 
conversion feature that gave us the option to regain control of 
Genuity and was dependent on obtaining approvals to provide long 
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Our commercial relationship continues with Level 3 Communications 
LLC (Level 3), the purchaser of substantially all of Genuity’s domestic 
assets and the assignee of Genuity’s principal contract with us. We 
have a multi-year purchase commitment expiring on December 31, 
2005 for services such as dedicated Internet access, managed web 
hosting, Internet security and some transport services. Under this 
purchase commitment, Verizon has agreed to pay Level 3 a minimum 
of $250 million between February 4, 2003 and December 31, 2005. 
Through December 31, 2003, $71 million of that purchase commit- 
ment had been met by Verizon. 

MARKET RISK 

We are exposed to various types of market risk in the normal course 
of business, including the impact of interest rate changes, foreign 
currency exchange rate fluctuations, changes in equity investment 
prices and changes in corporate tax rates. We employ risk manage- 
ment strategies using a variety of derivatives, including interest rate 
swap agreements, interest rate locks, foreign currency forwards, 
equity options and basis swap agreements. We do not hold deriva- 
tives for trading purposes. 

It is our general policy to enter into interest rate, foreign currency and 
other derivative transactions only to the extent necessary to achieve 
our desired objectives in limiting our exposures to the various market 
risks. Our objectives include maintaining a mix of fixed and variable 
rate debt to lower borrowing costs within reasonable risk parameters 
and to protect against earnings and cash flow volatility resulting from 
changes in market conditions. We do not hedge our market risk 
exposure in a manner that would completely eliminate the effect of 
changes in interest rates, equity prices and foreign exchange rates on 
our earnings. We do not expect that our net income, liquidity and 
cash flows will be materially affected by these risk management 
strategies. 

Exchangeable Notes 

In 1998, Verizon Global Funding issued notes exchangeable into 
shares of TCNZ and into shares of Cable &Wireless Communications 
plc (subsequently C&W shares and a combination of shares and war- 
rants in the reorganized NTL entities) as described in Note 11 to the 
consolidated financial statements. These financial instruments 
exposed us to market risk, including (i) equity price risk, because the 
notes were exchangeable into shares that are traded on the open 
market and routinely fluctuate in value, (ii) foreign exchange rate risk, 
because the notes were exchangeable into shares that are denomi- 
nated in a foreign currency, and (iii) interest rate risk, because the 
notes carried fixed interest rates. 

On April 1, 2003, all of the outstanding $2,455 million principal 
amount of the 5.75% notes that were exchangeable into shares of 
TCNZ were redeemed at maturity. On March 15,2003, Verizon Global 
Funding redeemed all of the outstanding 4.25% notes. The cash 
redemption price for the 4.25% notes was $1,048.29 for each $1.000 
principal amount of the notes. The principal amount of the 4.25% 
notes outstanding, before unamortized discount, at the time of 
redemption, was $2,839 million. 

Interest Rate Risk 

The table that follows summarizes the fair values of our long-term 
debt, interest rate derivatives and exchangeable notes as of 
December 31, 2003 and 2002. The table also provides a sensitivity 
analysis of the estimated fair values of these financial instruments 
assuming 1 00-basis-point upward and downward parallel shifts in 
the yield curve. Our sensitivity analysis did not include the fair values 
of our commercial paper and bank loans because they are not signif- 
icantly affected by changes in market interest rates. 

(dollars in millions) 
Fair Value Fair Value 
assuming assuming 

+lo0 basis -1 00 basis 
At December 31, 2003 Fair Value point shift point shift 

Long-term debt and 
$ 47,725 $ 45,255 $ 50,399 interest rate derivatives 

At December 31,2002 

Long-term debt and 
interest rate derivatives $ 49,157 $ 46,625 $ 51,931 

Exchangeable notes 5,239 5,162 5.31 7 
Total $ 54,396 $ 51,787 $ 57,248 

Foreign Currency Translation 

The functional currency for nearly all of our foreign operations is the 
local currency. The translation of income statement and balance 
sheet amounts of these entities into US.  dollars are recorded as 
cumulative translation adjustments, which are included in 
Accumulated Other Comprehensive Loss in our consolidated balance 
sheets. At December 31, 2003, our primary translation exposure was 
to the Venezuelan bolivar, Dominican Republic peso, Canadian dollar 
and the euro. We have not hedged our accounting translation expo- 
sure to foreign currency fluctuations relative to the carrying value of 
these investments. 

Through June 30, 2003, and during 2002 and 2001, our earnings 
were affected by foreign currency gains or losses associated with the 
unhedged portion of U. S. dollar denominated debt at lusacell (see 
“Consolidated Results of Operations - Other Consolidated Results - 
Discontinued Operations”). 

SIGNIFICANT ACCOUNTING POLICIES 

A summary of the significant accounting policies used in preparing 
our financial statements are as follows: 

Special and non-recurring items generally represent revenues and 
gains as well as expenses and losses that are non-operational 
and/or non-recurring in nature. Several of these special and non- 
recurring items include impairment losses. These impairment 
losses were determined in accordance with our policy of com- 
paring the fair value of the asset with its carrying value. The fair 
value is determined by quoted market prices or by estimates of 
future cash flows. There is inherent subjectivity involved in esti- 
mating future cash flows, which can have a significant impact on 
the amount of any impairment. 
We continually evaluate our investments in securities for impair- 
ment due to declines in market value considered to be other than 
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temporary. That evaluation includes, in addition to persistent, 
declining stock prices, general economic and company-specific 
evaluations. In the event of a determination that a decline in 
market value is other than temporary, a charge to earnings is 
recorded for the loss and a new cost basis in the investment is 
established. Given our significant investments in securities, other 
than temporary declines in market values can have a material 
impact on our results of operations and financial condition. 

We maintain benefit plans for most of our employees, including 
pension and other postretirement benefit plans. In the aggregate, 
the fair value of pension plan assets exceeds benefit obligations, 
which contributes to pension plan income. Other postretirement 
benefit plans have larger benefit obligations than plan assets, 
resulting in expense. Significant benefit plan assumptions, 
including the discount rate used, the long-term rate of return on 
plan assets and rate of future increases in compensation are peri- 
odically updated and impact the amount of benefit plan income, 
expense, assets and obligations (see “Consolidated Results of 
Operations - Consolidated Operating Expenses - Pension and 
Other Postretirement Benefits”). 

Our accounting policy concerning the method of accounting 
applied to investments (consolidation, equity or cost) involves an 
evaluation of all significant terms of the investments that explicitly 
grant or suggest evidence of control or influence over the opera- 
tions of the entity in which we have invested. Where control is 
determined, we consolidate the investment. If we determine that 
we have significant influence over the operating and financial poli- 
cies of an entity in which we have invested, we apply the equity 
method. We apply the cost method in situations where we deter- 
mine that we do not have significant influence. 

Our current and deferred income taxes, and associated valuation 
allowances, are impacted by events and transactions arising in the 
normal course of business as well as in connection with special 
and non-recurring items. Assessment of the appropriate amount 
and classification of income taxes is dependent on several factors, 
including estimates of the timing and realization of deferred 
income tax assets and the timing of income tax payments. Actual 
collections and payments may materially differ from these esti- 
mates as a result of changes in tax laws as well as unanticipated 
future transactions impacting related income tax balances. 

Intangible assets are a significant component of our consolidated 
assets. Wireless licenses of $40,907 million represent the largest 
component of our intangible assets. Our wireless licenses are 
indefinite-lived intangible assets, and as required by SFAS No. 
142, are no longer amortized but are periodically evaluated for 
impairment. Any impairment loss would be determined by com- 
paring the fair value of the wireless licenses with their carrying 
value. The fair value is determined by estimating future cash flows 
of the wireless business. The fair value of the wireless business is 
then subjected to a reasonableness analysis using public informa- 
tion of comparable wireless carriers. There is inherent subjectivity 
involved in estimating future cash flows, which can have a mate- 
rial impact on the amount of any impairment. 

OTHER FACTORS THAT MAY AFFECT FUTURE RESULTS 

Recent Developments 

Telephone Access Lines 
As we have stated in the past, Verizon continually evaluates its assets 
and properties for strategic fit and financial performance. In connec- 
tion with this analysis, discussions have taken place regarding the 
possible sale of telephone access lines in Hawaii and upstate New 
York. However, no sale is pending at this time. 

Environmental Matters 
During 2003, under a government-approved plan, remediation of the 
site of a former facility in Hicksville, New York that processed nuclear 
fuel rods in the 1950s and 1960s commenced. Remediation beyond 
original expectations proved to be necessary and a reassessment of 
the anticipated remediation costs was conducted. In addition, a 
reassessment of costs related to remediation efforts at several other 
former facilities was undertaken. As a result, an additional environ- 
mental remediation expense of $240 million was recorded in Selling, 
General and Administrative Expense in the consolidated statements 
of income in the fourth quarter of 2003. 

New York Recovery Funding 
In August 2002, President Bush signed the Supplemental 
Appropriations bill which included $5.5 billion in New York recovery 
funding. Of that amount, approximately $750 million has been allo- 
cated to cover the uninsured losses of businesses (including the 
restoration of utility infrastructure) as a result of the September 1 1  th 
terrorist attacks. These funds will be distributed through the Lower 
Manhattan Development Corporation following an application 
process. 

On October 31, 2003, Verizon applied for reimbursement of $33 mil- 
lion. We received $1 l million in December 2003. We are awaiting an 
audit for the remaining funds. Once the audit is complete, we will 
apply for additional funds. 

Regulatory and Competitive Trends 

Competition and the Telecommunications Act of 1996 
We face increasing competition in all areas of our business. The 
Telecommunications Act of 1996 (1 996 Act), regulatory and judicial 
actions and the development of new technologies, products and 
services have created opportunities for alternative telecommunica- 
tion service providers, many of which are subject to fewer regulatory 
constraints. Current and potential competitors in telecommunications 
services include long distance companies, other local telephone 
companies, cable companies, wireless service providers, foreign 
telecommunications providers, electric utilities, Internet service 
providers and other companies that offer network services. Many of 
these companies have a strong market presence, brand recognition 
and existing customer relationships, all of which contribute to inten- 
sifying competition and may affect our future revenue growth. 

We are unable to predict definitively the impact that the ongoing 
changes in the telecommunications industry will ultimately have on 
our business, results of operations or financial condition. The finan- 
cial impact will depend on several factors, including the timing, extent 
and success of competition in our markets, the timing and outcome 
of various regulatory proceedings and any appeals, and the timing, 
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extent and success of our pursuit of new opportunities resulting from 
the 1996 Act and technological advances. 

In-Region Long Distance 
Under the 1996 Act, our ability to offer in-region long distance serv- 
ices in the regions where the former Bell Atlantic telephone 
subsidiaries operate as local exchange carriers was largely 
dependent on satisfying specified requirements. These requirements 
included a 14-point “competitive checklist” of steps which we must 
take to help competitors offer local services through resale, through 
purchase of UNEs, or by interconnecting their own networks to ours. 
We were required to demonstrate to the FCC that our entry into the 
in-region long distance market would be in the public interest. 

We now have authority from the FCC to offer in-region long distance 
service in all 14 of the former Bell Atlantic jurisdictions. The United 
States Court of Appeals for the District of Columbia remanded the 
Massachusetts order to the FCC for further explanation on one issue, 
but left our long distance authority in effect. The FCC’s orders for the 
remaining jurisdictions were upheld on appeal or no appeal was filed. 

FCC Regulation and Interstate Rates 
Our telephone operations are subject to the jurisdiction of the FCC 
with respect to interstate services and related matters. 

Access Charges and Universal Service 
On May 31,2000, the FCC adopted the Coalition for Affordable Local 
and Long Distance Services (CALLS) plan as a comprehensive five- 
year plan for regulation of interstate access charges. The CALLS plan 
has three main components. First, it establishes a portable interstate 
access universal service support of $650 million for the industry. This 
explicit support replaces implicit support embedded in interstate 
access charges. Second, the plan simplifies the patchwork of 
common line charges into one subscriber line charge (SLC) and pro- 
vides for de-averaging of the SLC by zones and class of customers in 
a manner that will not undermine comparable and affordable uni- 
versal service. Third, the plan sets into place a mechanism to 
transition to a set target of $.0055 per minute for switched access 
services. Once that target rate is reached, local exchange carriers are 
no longer required to make further annual price cap reductions to 
their switched access prices. The annual reductions leading to the 
target rate, as well as annual reductions for the subset of special 
access services that remain subject to price cap regulation was set at 
6.5% per year. 

As a result of tariff adjustments which became effective in July 2003, 
virtually all of our switched access lines reached the $.0055 
benchmark. 

The FCC has adopted rules for special access services that provide 
for pricing flexibility and ultimately the removal of services from price 
regulation when prescribed competitive thresholds are met. 
Approximately 55% of special access revenues are now removed 
from price regulation. 

In November 1999, the FCC adopted a new mechanism for providing 
universal service support to high-cost areas served by large local 
telephone companies. This funding mechanism provides additional 
support for local telephone services in several states served by our 
telephone operations. This system has been supplemented by the 
new FCC access charge plan described above. On October 16,2003, 
in response to a previous court decision, the FCC announced a deci- 

sion providing additional justification for its non-rural high-cost uni- 
versal support mechanism and modifying it in part. The FCC also has 
proceedings underway to evaluate possible changes to its current 
rules for assessing contributions to the universal service fund. Any 
change in the current assessment mechanism could result in a 
change in the contribution that local telephone companies must 
make and that would have to be collected from customers. 

Unbundling of Network Elements 
On February 20,2003, the FCC announced a decision adopting new 
rules defining the obligations of incumbent local exchange carriers to 
provide competing carriers with access to UNEs. The decision was 
the culmination of an FCC rulemaking referred to as its triennial 
review of its UNE rules, and also was in response to a decision by the 
US. Court of Appeals for the D.C. Circuit. The U.S. Court of Appeals 
for the D.C. Circuit had overturned the FCC’s previous unbundling 
rules on the grounds that the FCC did not adequately consider the 
limitations of the “necessary and impair” standards of the 1996 Act 
when it chose national rules for unbundling and that it failed to con- 
sider the relevance of competition from other types of service 
providers, including cable and satellite. 

The text of the order and accompanying rules was released on 
August 21,2003. With respect to broadband facilities, such as mass 
market fiber to the premises loops and packet switching, that order 
generally removed unbundling obligations under Section 251 of the 
1996 Act. With respect to narrowband services, the order generally 
left unbundling obligations in place, with certain limited exceptions, 
and delegated to state regulatory proceedings a further review. The 
order also provided a new set of criteria relating to when carriers may 
purchase a combination of unbundled loops and transport elements 
known as enhanced extended loops (EELs). 

The FCC’s order significantly increases arbitrage opportunities by 
making it easier for carriers to use EELs for non-local service at reg- 
ulated prices set using the pricing formula that applies to UNEs rather 
than competitive special access prices. In addition, the FCC’s order 
eliminates important safeguards that protected against this kind of 
arbitrage, including the FCC’s previous rule against co-mingling 
unbundled elements and other services. As a result, we estimate the 
impact on earnings related to this portion of the FCC’s order to be 
potentially 4 cents to 6 cents per diluted share in 2004. 

Multiple parties, including Verizon, appealed various aspects of the 
decision. Multiple parties also have asked the FCC to clarify or recon- 
sider various aspects of its order, and Verizon has petitioned the FCC 
io make clear that any broadband facilities that do not have to be 
unbundled under Section 251 of the 1996 Act also do not have to be 
unbundled under another provision of the 1996 Act. On March 2, 
2004, the U.S. Court of Appeals for the D.C. Circuit issued an order 
upholding the FCC in part, and overturning its order in part. The 
court upheld the FCC with respect to broadband facilities. On the 
narrowband unbundling requirements and on the EELs rules, the 
court reversed key aspects of the FCC decision. The court’s reversal 
of the FCC will not go into effect for 60 days following the ruling or 
until a petition for rehearing is denied or granted. 

Intercarrier Compensation 
On April 27, 2001, the FCC released an order addressing intercarrier 
compensation for dial-up connections for Internet-bound traffic. The 
FCC found that Internet-bound traffic is interstate and subject to the 
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FCC’s jurisdiction. Moreover, the FCC again found that Internet- 
bound traftic is not subject to reciprocal compensation under Section 
251(b)(5) of the 1996 Act. Instead, the FCC established federal rates 
per minute for this traffic that decline from $.0015 to $.0007 over a 
three-year period. The FCC order also sets caps on the total minutes 
of this traffic that may be subject to any intercarrier compensation 
and requires that incumbent local exchange carriers must offer to 
both bill and pay reciprocal compensation for local traffic at the same 
rate as they are required to pay on Internet-bound traffic. On May 3, 
2002, the US. Court of Appeals for the D.C. Circuit rejected part of 
the FCC’s rationale for its April 27, 2001 order, but declined to vacate 
the order while it is on remand. As a result, pending further action by 
the FCC, the FCC‘s underlying order remains in effect. 

More generally, the FCC has an ongoing rulemaking that could fun- 
damentally restructure the regulatory regime for intercarrier 
compensation, including, but not limited to, access charges, com- 
pensation for Internet traffic, and reciprocal Compensation for local 
traffic. The FCC also is considering multiple petitions asking it to 
declare whether, and under what circumstances, services that 
employ Internet protocol are subject to access charges under current 
law, or asking it to forbear from any requirement to pay access 
charges on some such services. The FCC also has announced that it 
intends to initiate a rulemaking proceeding to address the regulation 
of voice over Internet protocol services generally. 

Broadband Services 
The FCC has several ongoing rulemakings considering the regulatory 
treatment of broadband services. Among the questions at issue are 
whether to require local telephone companies like Verizon to offer 
such services as a common carrier or whether such services may be 
offered under a potentially less regulated private carriage arrange- 
ment, and whether to declare broadband services offered by local 
telephone companies as non-dominant and what the effect should be 
of any such classification. 

CAUTIONARY STATEMENT CONCERNING 
FORWARD-LOOKING STATEMENTS 

In this Management’s Discussion and Analysis of Results of 
Operations and Financial Condition, and elsewhere in this Annual 
Report, we have made forward-looking statements. These state- 
ments are based on our estimates and assumptions and are subject 
to risks and uncertainties. Forward-looking statements include the 
information concerning our possible or assumed future results of 
operations. Forward-looking statements also include those preceded 
or followed by the words “anticipates,” “believes,” “estimates,“ 
“hopes” or similar expressions. For those statements, we claim the 
protection of the safe harbor for forward-looking statements con- 
tained in the Private Securities Litigation Reform Act of 1995. 

The following important factors, along with those discussed else- 
where in this Annual Report, could affect future results and could 
cause those results to differ materially from those expressed in the 
forward-looking statements: 

the duration and extent of the current economic downturn; 

materially adverse changes in economic and industry conditions 
and labor matters, including workforce levels and labor negotia- 
tions, and any resulting financial and/or operational impact, in the 
markets served by us or by companies in which we have substan- 
tial investments; 

material changes in available technology; 

technology substitution; 

an adverse change in the ratings afforded our debt securities by 
nationally accredited ratings organizations; 

the final results of federal and state regulatory proceedings con- 
cerning our provision of retail and wholesale services and judicial 
review of those results; 

the effects of competition in our markets; 

our ability to satisfy regulatory merger conditions; 

the ability of Verizon Wireless to continue to obtain sufficient spec- 
trum resources; and 

changes in our accounting assumptions that regulatory agencies, 
including the SEC, may require or that result from changes in the 
accounting rules or their application, which could result in an 
impact on earnings. 



VERIZON COMMUNICATIONS INC AND SUBSIDIARIES 

report of management report of independent auditors 

We, the management of Verizon Communications Inc., are respon- 
sible for the consolidated financial statements and the information 
and representations contained in this report. The financial statements 
have been prepared in conformity with generally accepted 
accounting principles and include amounts based on management‘s 
best estimates and judgments. Financial information elsewhere in this 
report is consistent with that in the financial statements. 

Management has established and maintained a system of internal 

errors or irregularities that could be material to the financial state- 
ments are prevented or would be detected within a timely period. The 
system of internal control includes widely communicated statements 
of policies and business practices, which are designed to require all 
employees to maintain high ethical standards in the conduct of our 
business. The internal controls are augmented by organizational 
arrangements that provide for appropriate delegation of authority and 
division of responsibility and by a program of internal audits. 

The company’s financial statements have been audited by Ernst & 
Young LLP, independent auditors. Their audits were conducted in 
accordance with generally accepted auditing standards and included 
an evaluation of our internal control structure and selective tests of 
transactions. The Report of Independent Auditors follows this report. 

The Audit Committee of the Board of Directors, which is composed 
solely of outside directors, meets periodically with the independent 
auditors, management and internal auditors to review accounting, 
auditing, internal controls, litigation and financial reporting matters. 
Both the internal auditors and the independent auditors have free 
access to the Audit Committee without management present. 

I control which is designed to provide reasonable assurance that 

Ivan G. Seidenberg 
Chairman and Chief Executive Officer 

Doreen A. Toben 
Executive Vice President and Chief Financial Officer 

To the Board of Directors and Shareowners of 
Verizon Communications Inc.: 

We have audited the accompanying consolidated balance sheets of 
Verizon Communications Inc. and subsidiaries (Verizon) as of 
December 31, 2003 and 2002, and the related consolidated state- 
ments of income, cash flows and changes in shareowners’ 
investment for each of the three years in the period ended December 
31, 2003. These financial statements are the responsibility of 
Verizon’s management. Our responsibility is to express an opinion on 
these financial statements based on our audits. 

We conducted our audits in accordance with auditing standards gen- 
erally accepted in the United States. Those standards require that we 
plan and perform the audit to obtain reasonable assurance about 
whether the financial statements are free of material misstatement. 
An audit includes examining, on a test basis, evidence supporting the 
amounts and disclosures in the financial statements. An audit also 
includes assessing the accounting principles used and significant 
estimates made by management, as well as evaluating the overall 
financial statement presentation. We believe that our audits provide a 
reasonable basis for our opinion. 

In our opinion, the financial statements referred to above present 
fairly, in all material respects, the consolidated financial position of 
Verizon at December 31, 2003 and 2002, and the consolidated 
results of their operations and their cash flows for each of the three 
years in the period ended December 31, 2003, in conformity with 
accounting principles generally accepted in the United States. 

As discussed in Note 2 to the consolidated financial statements, 
Verizon changed its methods of accounting for directory revenues 
and expenses, stock-based compensation and asset retirement obli- 
gations effective January 1, 2003; as discussed in Note 2 to the 
consolidated financial statements, Verizon changed its method of 
accounting for goodwill and other intangible assets effective January 
1, 2002; and as discussed in Note 2 to the consolidated financial 
statements, Verizon changed its method of accounting for derivative 
instruments effective January 1, 2001. 
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VERIZON COMMUNICATIONS INC. AND SUBSIDIARIES 

consolidated statements of income 

(dollars in millions, except per share amounts) 

Years Ended December 31, 2003 2002 2001 

Operating Revenues 

Operating Expenses 
Cost of services and sales (exclusive of items shown below) 
Selling, general & administrative expense 
Depreciation and amortization expense 
Sales of businesses, net 

Total Operating Expenses 

Operating Income 
Equity in earnings (loss) of unconsolidated businesses 
Income (loss) from other unconsolidated businesses 
Other income and (expense), net 
Interest expense 
Minority interest 
Income before provision for income taxes, discontinued operations 

Provision for income taxes 
and cumulative effect of accounting change 

Income Before Discontinued Operations and Cumulative 

Discontinued Operations 
Effect of Accounting Change 

Income (loss) from operations of lusacell 
Income tax benefit (provision) 

Loss on discontinued operations, net of tax 
Cumulative Effect of Accounting Change, Net of Tax 
Net Income 

Basic Earnings Per Common Share: 
Income before discontinued operations and cumulative 

Loss on discontinued operations, net of tax 
Cumulative effect of accounting change, net of tax 
Net income") 
Weighted-average shares outstanding (in millions) 

effect of accounting change 

Diluted Earnings Per Common Share: 
Income before discontinued operations and cumulative 

Loss on discontinued operations, net of tax 
Cumulative effect of accounting change, net of tax 
Net Incomef' 
Weighted-average shares outstanding (in millions) 

effect of accounting change 

$ 67,752 $ 67,304 $ 66,713 

21,783 19,911 20,538 
24,999 21,846 20,829 
13,617 13,290 13,523 

(141) (2,74 7) 350 
60,258 52,300 55,240 

7,494 15,004 11,473 
1,278 (1,547) 446 

331 (2,857) (5,486) 
38 192 199 

(2,797) (3,130) (3 I 276) 
(1,583) (1,404) (6251 

4,761 6,258 2,731 
(1,252) (1,597) (2,147) 

3,509 4,661 584 

(957) (74) 6 
22 (1 2) (1 9) 

(935) (86) (1 3) 
503 (496) (1 82) 

$ 3,077 $ 4,079 $ 389 

$ 1.27 $ 1.71 $ .22 
- (-34) (-03) 

.18 (.18) (.07) 
$ 1.12 $ 1.49 $ .I4 

2,756 2,729 2,710 

$ 1.27 $ 1.70 $ .21 
(-34) (.03) - 

-18 (.18) (.07) - 

$ 1.11 $ 1.49 $ .14 
2,789 2,745 2,730 

(1) Total per share amounts may not add due to rounding. 

See Notes to Consolidated Financial Statements. 

I 36 



VERIZON COMMUNICATIONS INC. AND SUBSIDIARIES 

consolidated balance sheets 

{dallars in millions, except per share amounts) 
2003 2002 At December 31, 

Assets 
Current assets 

Cash and cash equivalents 
Short-term investments 
Accounts receivable, net of allowances of $2,387 and $2,771 
lnventories 
Assets of discontinued operations 
Prepaid expenses and other 

Total current assets 

Plant, property and equipment 
Less accumulated depreciation 

Investments in unconsolidated businesses 
Wireless licenses 
Goodwill 
Other intangible assets, net 
Other assets 
Total assets 

Liabilities and Shareowners’ Investment 
Current liabilities 

Debt maturing within one year 
Accounts payable and accrued liabilities 
Liabilities of discontinued operations 
Other 

Total current liabilities 

Long-term debt 

Employee benefit obligations 
Deferred income taxes 
Other liabilities 

Minority interest 

Shareowners’ investment 
Series preferred stock ($.lo par value; none issued) 
Common stock ($.lo par value; 2,772,313,619 shares and 2,751,650,484 shares issued) 
Contributed capital 
Reinvested earnings 
Accumulated other comprehensive loss 

Less common stock in treasury, at cost 
Less deferred compensation-employee stock ownership plans and other 

Total shareowners’ investment 
Total liabilities and shareowners‘ investment 

$ 699 $ 1,422 
2,172 2,042 
9,905 12,496 

- 1,305 
4,234 3,331 

18,293 22,093 

1,283 1,497 

176,838 180,975 
105,659 103,080 
75,316 73,758 
5,789 4,986 

40,907 40,038 
1,389 1,339 
4,733 4,962 

19,541 20,292 
$ 165,968 $ 167,468 

$ 5,967 $ 9,267 
14,699 12,642 

- 1,007 
5,904 5,013 

26,570 27,929 

39,413 
16,759 
21,708 
3,704 

44,003 
15,389 
19,467 
4,007 

24,348 24,057 

- - 

277 275 
25,363 24,685 
9,409 10,536 

33,799 33,386 
115 218 
21 8 552 

33,466 32,616 
$ 165,968 $ 167,468 

(1,250) (2,110) 

See Notes to Consolidated Financial Statements. 
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VERIZON COMMUNICATIONS INC. AND SUBSIDIARIES 

consolidated statements of cash flows 

{dollars in millions) 

Years Ended December 31, 2003 2002 2001 

Cash Flows from Operating Activities 
Income before discontinued operations and cumulative 

Adjustments to reconcile income before discontinued 
effect of accounting change 

operations and cumulative effect of accounting change 
to net cash provided by operating activities: 

Depreciation and amortization expense 
Sales of businesses, net 
Employee retirement benefits 
Deferred income taxes 
Provision for uncollectible accounts 
(Income) loss from unconsolidated businesses 
Changes in current assets and liabilities, net of effects from 

acquisition/disposition of businesses: 
Accounts receivable 
inventories 
Other assets 
Accounts payable and accrued liabilities 

Other, net 
Net cash provided by operating activities 

Cash Flows from Investing Activities 
Capital expenditures (including capitalized software) 
Acquisitions, net of cash acquired, and investments 
Proceeds from disposition of businesses 
Proceeds from spectrum payment refund 
Purchases of short-term investments 
Proceeds from sale of short-term investments 
Other, net 
Net cash used in investing activities 

$ 3,509 $ 4,661 $ 584 

13,617 
(141) 
3,048 
826 

1,803 
(1,609) 

13,290 
(2,747) 

(501) 
1,704 
2,899 
4,404 

13,523 
350 

(1,327) 
1,084 
1,940 
5,040 

(844) (1,001) (2,414) 
(65) 450 (59) 

(8) 405 (767) 
2,643 (1,435) 573 
(297) (30) 999 

22,482 22,099 19,526 

(13,061) 

4,638 
1,740 
(2,073) 

(1,088) 

1 ,857 

(1 8,369) 
(3,072) 

415 
- 

(1,928) 
1,546 

691 1,187 84 
(1 2,246) (6,800) (21,324) 

Cash Flows from Financing Activities 
Proceeds from long-term borrowings 4,653 
Repayments of long-term borrowings and capital lease obligations (10,759) 
Decrease in short-term obligations, excluding current maturities (1,330) 
Dividends paid (4,239) 
Proceeds from sale of common stock 839 
Other, net 
Net cash provided by (used in) financing activities 

I Increase (decrease) in cash and cash equivalents 
Cash and cash equivalents, beginning of year 
Cash and cash equivalents, end of year 

(1 23) 71 (391) 
(10,959) (14,809) 1,973 

(723) 490 175 
1,422 932 757 

$ 699 $ 1,422 $ 932 

See Notes to Consolidated Financial Statements 
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VERIZON COMMUNICATIONS INC. AND SUBSIDIARIES 

consolidated statements of changes in shareowners’ investment 

Years Ended December 31, 

Common Stock 
Balance at beginning of year 
Shares issued-employee and shareowner plans 
Shares retired 
Balance at end of year 

Contributed Capital 
Balance at beginning of year 
Shares issued-employee and shareowner plans 
Tax benefit from exercise of stock options 
Other 
Balance at end of year 

Reinvested Earnings 
Balance at beginning of year 
Net income 
Dividends declared ($1.54 per share) 
Shares issued-employee and shareowner plans 
Other 
Balance at end of year 

Accumulated Other Comprehensive Loss 
Balance at beginning of year 
Foreign currency translation adjustment 
Unrealized gains (losses) on marketable securities 
Unrealized derivative gains (losses) on cash flow hedges 
Minimum pension liability adjustment 
Other comprehensive income (loss) 
Balance at end of year 

(dollars in millions, except per share amounts, and shares in thousands) 
2003 2002 2001 

Shares Amount Shares Amount Shares Amount 

Treasury Stock 
Balance at beginning of year 
Shares purchased 
Shares distributed 

Employee plans 
Shareowner plans 

Balance at end of year 

Deferred Compensation - ESOPs and Other 
Balance at beginning of year 
Amortization 
Other 
Balance at end of year 
Total Shareowners’ investment 

Comprehensive income 
Net income 
Other comprehensive income (loss) per above 
Total Comprehensive Income 

See Notes to Consolidated Financial Statements. 

2,751,650 $ 275 2,751,650 !$ 275 2,751,650 $ 275 
- - - - 20,664 2 

2,772,314 277 2,751,650 275 2,751,650 275 

24,685 24,676 24,555 
725 - - 

12 46 101 

25,363 24,685 24,676 
(59) (37) 20 

10,536 
3,077 

39 
(4,2501 

10,704 
4,079 
(4,208) 

(48) 
7 9 12 

9,409 10,536 10,704 

(2,110) (1,187) (2,176) 
568 220 (40) 

(21) 12 (45) 
1 (304) 1,061 

312 (851) 13 
860 (923) 989 

(1,2501 (2,i 10) (1,187) 

8,624 218 35,173 1,182 49,215 1,861 
- - - - 395 18 

(4,047) (102) (26,531) (963) (14,376) (694) 
(23) (1) (1 8) (1) (61) (3) 

4,554 115 8,624 21 8 35,173 1,182 

552 747 882 
(312) (1 50) (1 55) 
(22) (45) 20 

218 552 747 
$ 33,466 $ 32,616 $ 32,539 

$ 3,077 $ 4,079 $ 389 
860 (923) 989 

$ 3,937 !$ 3,156 $ 1,378 

39 



VERIZON COMMUNICATIONS INC. AND SUBSIDIARIES 

notes to consolidated financial Statements 

DESCRIPTION OF BUSINESS AND SUMMARY OF 
SIGN I Fl CANT ACCOUNT1 NG POLICIES 

Description of Business 
Verizon Communications Inc. (Verizon) is one of the world’s leading 
providers of communications services. Verizon companies are the 
largest providers of wireline and wireless communications in the 
United States. Verizon is also the largest directory publisher in the 
world, as measured by directory titles and circulation. Verizon’s inter- 
national presence includes wireline and wireless communications 
operations and investments, primarily in the Americas and Europe. 
We have four reportable segments, which we operate and manage as 
strategic business units: Domestic Telecom, Domestic Wireless, 
Information Services and International. For further information con- 
cerning our business segments, see Note 17. 

Consolidation 
The method of accounting applied to investments, whether consoli- 
dated, equity or cost, involves an evaluation of all significant terms of 
the investments that explicitly grant or suggest evidence of control or 
influence over the operations of the investee. The consolidated finan- 
cial statements include our controlled subsidiaries. Investments in 
businesses which we do not control, but have the ability to exercise 
significant influence over operating and financial policies, are 
accounted for using the equity method. Investments in which we do 
not have the ability to exercise significant influence over operating 
and financial policies are accounted for under the cost method. 
Equity and cost method investments are included in Investments in 
Unconsolidated Businesses in our consolidated balance sheets. 
Certain of our cost method investments are classified as available- 
for-sale securities and adjusted to fair value pursuant to Statement of 
Financial Accounting Standards (SFAS) No. 115, “Accounting for 
Certain Investments in Debt and Equity Securities.” 

All significant intercompany accounts and transactions have been 
eliminated. 

We have reclassified prior year amounts to conform to the current 
year presentation. 

Discontinued Operations and Sales of Businesses and 
Investments 
We classify as discontinued operations any component of our busi- 
ness that we hold for sale or dispose of that has operations and cash 
flows that are clearly distinguishable operationally and for financial 
reporting purposes from the rest of Verizon. For those components, 
Verizon has no significant continuing involvement after disposal and 
their operations and cash flows are eliminated from Verizon’s ongoing 
operations. Sales not classified as discontinued operations are 
reported as either Sales of Businesses, Net, Equity in Earnings 
(Loss) of Unconsolidated Businesses or Income (Loss) From Other 
Unconsolidated Businesses in our consolidated statements of 
income. 

Use of Estimates 
We prepare our financial statements using generally accepted 
accounting principles (GAAP), which require management to make 
estimates and assumptions that affect reported amounts and disclo- 
sures. Actual results could differ from those estimates. 

Examples of significant estimates include the allowance for doubtful 
accounts, the recoverability of intangibles and other long-lived 
assets, valuation allowances on tax assets and pension and postre- 
tirement benefit assumptions. 

Revenue Recognition 
Domestic Telecom 
Our Domestic Telecom segment earns revenue based upon usage of 
our network and facilities and contract fees. In general, fixed fees 
for local telephone, long distance and certain other services are 
billed one month in advance and recognized the following month 
when earned. Revenue from other products that are not fixed fee or 
that exceed contracted amounts is recognized when such services 
are provided. 

We recognize equipment revenue for services, in which we bundle 
the equipment with maintenance and monitoring services, when the 
equipment is installed in accordance with contractual specifications 
and ready for the customer’s use. The maintenance and monitoring 
services are recognized monthly over the term of the contract as we 
provide the services. Long-term contracts are accounted for using 
the percentage of completion method. We use the completed con- 
tract method if we cannot estimate the costs with a reasonable 
degree of reliability. 

Customer activation fees, along with the related costs up to but not 
exceeding the activation fees, are deferred and amortized over the 
customer relationship period. 

Domestic Wireless 
Our Domestic Wireless segment earns revenue by providing access 
to and usage of our network, which includes roaming and long dis- 
tance revenue. In general, access revenue is billed one month in 
advance and recognized when earned. Airtime and usage revenue, 
roaming revenue and long distance revenue are recognized when the 
service is rendered. Equipment sales revenue associated with the 
sale of wireless handsets and accessories is recognized when the 
products are delivered to and accepted by the customer, as this is 
considered to be a separate earnings process from the sale of wire- 
less services. Customer activation fees are considered additional 
consideration when handsets are sold to the customers at a discount 
and are recorded as equipment sales revenue. 

Information Services 
Information Services earns revenues primarily from print and online 
directory publishing. Revenues from our online directory, 
SuperPages.comTM, is amortized over the term of the advertising 
contracts that generally last one year. 

During 2002 and 2001 we recognized revenues for our print directory 
publishing under the publication-date method. Under that method, 
we recorded revenues and direct expenses when the directories were 
published. 

During the second quarter of 2003, we changed our method for rec- 
ognizing revenues and expenses in our print directory business from 
the publication-date method to the amortization method. The publi- 
cation-date method recognizes revenues and direct expenses when 
directories are published. Under the amortization method, which is 
increasingly becoming the industry standard, revenues and direct 
expenses, primarily printing and distribution costs, are recognized 
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notes to consolidated financial statements continued 

over the life of the directory, which is usually 12 months. This 
accounting change affects the timing of the recognition of revenues 
and expenses. As required by GAAP, the directory accounting change 
was recorded retroactively to January 1, 2003, and resulted in an 
impact on previously reported first-quarter financial results, including 
a cumulative effect of the accounting change (see Note 2). 

lntema tional 
The consolidated wireline and wireless businesses that comprise our 
International segment recognize revenue in a similar manner as our 
other segments. In addition, this segment holds several investments 
that are either accounted for under the equity or cost method of 
accounting. For additional detail on our accounting policy related to 
these investments, see “Consolidation” above. 

Maintenance and Repairs 
We charge the cost of maintenance and repairs, including the cost 
of replacing minor items not constituting substantial betterments, 
principally to Cost of Services and Sales as these costs are incurred. 

Earnings Per Common Share 
Basic earnings per common share are based on the weighted- 
average number of shares outstanding during the year. Diluted 
earnings per common share include the dilutive effect of shares 
issuable under our stock-based compensation plans and an 
exchangeable equity interest (see Note 13), which represent the only 
potentially dilutive common shares. 

Cash and Cash Equivalents 
We consider all highly liquid investments with a maturity of 90 days or 
less when purchased to be cash equivalents, except cash equiva- 
lents held as short-term investments. Cash equivalents are stated at 
cost, which approximates market value. 

Short-Term Investments 
Our short-term investments consist primarily of cash equivalents held 
in trust to pay for certain employee benefits. Short-term investments 
are stated at cost, which approximates market value. 

Marketable Securities 
We continually evaluate our investments in marketable securities for 
impairment due to declines in market value considered to be other 
than temporary. That evaluation includes, in addition to persistent, 
declining stock prices, general economic and company-specific eval- 
uations. In the event of a determination that a decline in market value 
is other than temporary, a charge to earnings is recorded for the loss, 
and a new cost basis in the investment is established. These invest- 
ments are included in the accompanying consolidated balance 
sheets in Investments in Unconsolidated Businesses or Other Assets. 

Inventories 
We include in inventory new and reusable supplies and network 
equipment of our telephone operations, which are stated principally 
at average original cost, except that specific costs are used in the 
case of large individual items. Inventories of our other subsidiaries are 
stated at the lower of cost (determined principally on either an 
average cost or first-in, first-out basis) or market. 

Plant and Depreciation 
We record plant, property and equipment at cost. Our telephone 
operations’ depreciation expense is principally based on the com- 
posite group remaining life method and straight-line composite rates. 
This method provides for the recognition of the cost of the remaining 
net investment in telephone plant, less anticipated net salvage value, 
over the remaining asset lives. This method requires the periodic revi- 
sion of depreciation rates. 

The asset lives used by our telephone operations are presented in the 
following table: 

Average Lives (in years) 

Buildings 25-42 
Central office equipment 5-12 
Outside communications plant 15-50 
Furniture, vehicles and other 5-15 

When we replace or retire depreciable plant used in our wireline net- 
work, we deduct the carrying amount of such plant from the 
respective accounts and charge it to accumulated depreciation (see 
Note 2 for additional information on the adoption of SFAS No. 143 
“Accounting for Asset Retirement Obligations.”) 

Plant, property and equipment of our other subsidiaries is generally 
depreciated on a straight-line basis over the following estimated 
useful lives: buildings, 8 to 40 years; wireless plant equipment, 3 to 
15 years; and other equipment, 1 to 20 years. 

When the depreciable assets of our other subsidiaries are retired or 
otherwise disposed of, the related cost and accumulated deprecia- 
tion are deducted from the plant accounts, and any gains or losses 
on disposition are recognized in income. 

We capitalize network software purchased or developed in connec- 
tion with related plant assets. We also capitalize interest associated 
with the acquisition or construction of plant assets. Capitalized 
interest is reported as a cost of plant and a reduction in interest cost. 

Computer Software Costs 
We capitalize the cost of internal-use network and non-network soft- 
ware which has a useful life in excess of one year in accordance with 
Statement of Position (SOP) No. 98-1, “Accounting for the Costs of 
Computer Software Developed or Obtained for Internal Use.” 
Subsequent additions, modifications or upgrades to internal-use net- 
work and non-network software are capitalized only to the extent that 
they allow the software to perform a task it previously did not per- 
form. Software maintenance and training costs are expensed in the 
period in which they are incurred. Also, we capitalize interest associ- 
ated with the development of non-network internal-use software. 
Capitalized non-network internal-use software costs are amortized 
using the straight-line method over a period of 3 to 7 years and are 
included in Other Intangible Assets, Net in our consolidated balance 
sheets. For a discussion of our impairment policy for capitalized soft- 
ware costs under SFAS No. 144, “Accounting for the Impairment 
or Disposal of Long-Lived Assets,” see “Goodwill and Other 
Intangibles” below. Also, see Note 7 for additional detail of non- 
network internal-use software reflected in our consolidated 
balance sheets. 
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notes to consolidated financial statements continued 

Goodwill and Other Intangible Assets 
Accounting Policy - 2001 
During 2001, we generally amortized goodwill, wireless licenses and 
other identifiable intangibles on a straight-line basis over their esti- 
mated useful life, not exceeding 40 years. We assessed the 
impairment of other identifiable intangibles and goodwill related to 
our consolidated subsidiaries under SFAS No. 121, “Accounting for 
the Impairment of Long-Lived Assets and for Long-Lived Assets to 
Be Disposed Of,” whenever events or changes in circumstances indi- 
cated that the carrying value may not have been recoverable. A 
determination of impairment (if any) was made based on estimates of 
future cash flows. In instances where goodwill was recorded for 
assets that were subject to an impairment loss, the carrying amount 
of the goodwill was eliminated before any reduction was made to the 
carrying amounts of impaired long-lived assets and identifiable intan- 
gibles. On a quarterly basis, we assessed the impairment of 
enterprise level goodwill under Accounting Principles Board (APB) 
Opinion No. 17, “Intangible Assets.” A determination of impairment (if 
any) was made based primarily on estimates of market value. 

Accounting Policy - Effective January 7, 2002 
Effective January 1,2002, we adopted SFAS No. 142, “Goodwill and 
Other Intangible Assets.” As required under SFAS No. 142, we no 
longer amortize goodwill (including goodwill recorded on our equity 
method investments), acquired workforce intangible assets and wire- 
less licenses, which we have determined have an indefinite life 
(see Note 2 for additional information on the impact of adopting SFAS 
No. 142). 

Goodwill 
Goodwill is the excess of the acquisition cost of businesses over the 
fair value of the identifiable net assets acquired. Impairment testing 
for goodwill is performed at least annually unless indicators of impair- 
ment exist. The impairment test for goodwill uses a two-step 
approach, which is performed at the reporting unit level. Reporting 
units may be operating segments or one level below an operating 
segment, referred to as a component. Businesses for which discrete 
financial information is available are generally considered to be com- 
ponents of an operating segment. Components that are economically 
similar and managed by the same segment management group are 
aggregated and considered a reporting unit under SFAS No. 142. 
Step one compares the fair value of the reporting unit (calculated 
using a discounted cash flow method) to its carrying value. If the car- 
rying value exceeds the fair value, there is a potential impairment and 
step two must be performed. Step two compares the carrying value 
of the reporting unit’s goodwill to its implied fair value &e., fair value 
of reporting unit less the fair value of the unit’s assets and liabilities, 
including identifiable intangible assets). If the carrying value of good- 
will exceeds its implied fair value, the excess is required to be 
recorded as an impairment. 

Intangible Assets Not Subject to Amortization 
A significant portion of our intangible assets are Domestic Wireless 
licenses, including licenses associated with equity method invest- 
ments, that provide our wireless operations with the exclusive right to 
utilize designated radio frequency spectrum to provide cellular com- 
munication services. While licenses are issued for only a fixed time, 
generally ten years, such licenses are subject to renewal by the 
Federal Communications Commission (FCC). Renewals of licenses 
have occurred routinely and at nominal cost. Moreover, we have 
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determined that there are currently no legal, regulatory, contractual, 
competitive, economic or other factors that limit the useful life of our 
wireless licenses. As a result, we treat the wireless licenses as an 
indefinite-lived intangible asset under the provisions of SFAS No. 
142. We reevaluate the useful life determination for wireless licenses 
each reporting period to determine whether events and circum- 
stances continue to support an indefinite useful life. 

Similar to goodwill, we are required by SFAS No. 142 to test our 
Domestic Wireless licenses for impairment as least annually unless 
indicators of impairment exist. In performing these tests, we deter- 
mine the fair value of the wireless business by estimating future cash 
flows of the wireless operations. The fair value of aggregate wireless 
licenses is determined by subtracting from the fair value of the wire- 
less business the fair value of all of the other net tangible and 
intangible (primarily recognized and unrecognized customer relation- 
ship intangible assets) assets of our wireless operations. We 
determine the fair value of our customer relationship intangible assets 
based on our average customer acquisition costs. In addition, our 
calculation of the fair value of the wireless business is then subjected 
to a reasonableness analysis using public information of comparable 
wireless carriers. If the fair value of the aggregated wireless iicenses 
as determined above is less than the aggregated carrying amount of 
the licenses, an impairment will be recognized. 

Intangible Assets Subject to Amortization 
Our intangible assets that do not have indefinite lives (primarily cus- 
tomer lists and non-network internal-use software) are amortized 
over their useful lives and reviewed for impairment in accordance 
with SFAS No. 144, which only requires testing whenever events or 
changes in circumstances indicate that the carrying amount of the 
asset may not be recoverable. If any indicators were present, we 
would test for recoverability by comparing the carrying amount of the 
asset to the net undiscounted cash flows expected to be generated 
from the asset. If those net undiscounted cash flows do not exceed 
the carrying amount (Le., the asset is not recoverable), we would per- 
form the next step which is to determine the fair value of the asset 
and record an impairment, if any. We reevaluate +he usefui life deter- 
mination for these intangible assets each reporting period to 
determine whether events and circumstances warrant a revision in 
their remaining useful life. 

For information related to the carrying amount of goodwill by seg- 
ment as well as the major components and average useful lives of our 
other acquired intangible assets, see Note 7. 

Sale of Stock By Subsidiary 
We recognize in consolidation changes in our ownership percentage 
in a subsidiary caused by issuances of the subsidiary’s stock as 
adjustments to Contributed Capital. 

lncome Taxes 
Verizon and its domestic subsidiaries file a consolidated federal 
income tax return. 

Our telephone operations use the deferral method of accounting for 
investment tax credits earned prior to the repeal of investment tax 
credits by the Tax Reform Act of 1986. We also defer certain transi- 
tional credits earned after the repeal. We amortize these credits over 
the estimated service lives of the related assets as a reduction to the 
Provision for lncome Taxes. 



notes to consolidated financial statements continued 

Stock-Based Compensation 
Prior to 2003, we accounted for stock-based employee compensa- 
tion under APB Opinion No. 25, “Accounting for Stock Issued to 
Employees,” and related interpretations, and followed the disclosure- 
only provisions of SFAS No. 123, “Accounting for Stock-Based 
Compensation.” 

Effective January 1, 2003, we adopted the fair value recognition pro- 
visions of SFAS No. 123, using the prospective method (as permitted 
under SFAS No. 148, “Accounting for Stock-Based Compensation - 
Transition and Disclosure”) to all new awards granted, modified or 
settled after January 1, 2003. Under the prospective method, 
employee compensation expense in the first year will be recognized 
for new awards granted, modified, or settled. The options generally 
vest over a term of three years, therefore the expenses related to 
stock-based employee compensation included in the determination 
of net income for 2003 are less than what would have been recorded 
if the fair value method was also applied to previously issued awards 
(see Note 2 for additional information on the impact of adopting SFAS 
No. 123). 

Foreign Currency Translation 
The functional currency for nearly all of our foreign operations is the 
local currency. For these foreign entities, we translate income state- 
ment amounts at average exchange rates for the period, and we 
translate assets and liabilities at end-of-period exchange rates. We 
record these translation adjustments in Accumulated Other 
Comprehensive Loss, a separate component of Shareowners’ 
Investment, in our consolidated balance sheets. We report exchange 
gains and losses on intercompany foreign currency transactions of a 
long-term nature in Accumulated Other Comprehensive Loss. Other 
exchange gains and losses are reported in income. 

When a foreign entity operates in a highly inflationary economy, it is 
our policy to use the US. dollar as the functional currency rather than 

the local currency. We translate nonmonetary assets and liabilities 
and related expenses into US. dollars at historical exchange rates. 
We translate all other income statement amounts using average 
exchange rates for the period. Monetary assets and liabilities denom- 
inated in other than US. dollars are translated at end-of-period 
exchange rates, and any gains or losses are reported in income. 

Employee Benefit Plans 
Pension and postretirement health care and life insurance benefits 
earned during the year as well as interest on projected benefit 
obligations are accrued currently. Prior service costs and credits 
resulting from changes in plan benefits are amortized over the 
average remaining service period of the employees expected to 
receive benefits. 

Derivative Instruments 
We have entered into derivative transactions to manage our exposure 
to fluctuations in foreign currency exchange rates, interest rates and 
equity prices. We employ risk management strategies using a variety 
of derivatives including foreign currency forwards, equity options, 
interest rate swap agreements, interest rate locks and basis swap 
agreements. We do not hold derivatives for trading purposes. 

In accordance with SFAS No. 133, “Accounting for Derivative 
Instruments and Hedging Activities” and related amendments and 
interpretations, we measure all derivatives, including derivatives 
embedded in other financial instruments, at fair value and recognize 
them as either assets or liabilities on our consolidated balance 
sheets. Changes in the fair values of derivative instruments not qual- 
ifying as hedges or any ineffective portion of hedges are recognized 
in earnings in the current period. Changes in the fair values of deriv- 
ative instruments used effectively as fair value hedges are recognized 
in earnings, along with changes in the fair value of the hedged item. 
Changes in the fair value of the effective portions of cash flow hedges 
are reported in other comprehensive income (loss), and recognized in 
earnings when the hedged item is recognized in earnings. 

ACCOUNTING CHANGE 

Directory Accounting 
As discussed in Note 1, we changed our method for recognizing revenues and expenses in our directory business from the publication-date 
method to the amortization method. The cumulative effect of this accounting change resulted in a charge of $2,697 million ($1,647 million after- 
tax), recorded as of January 1,2003. 

The following table presents our 2002 and 2001 results of operations for comparison to the current period, assuming we had applied the amor- 
tization method in all periods: 

(dollars tn millions. except per share amounts) 
Year Ended December 31,2001 

After Directory 
Year Ended December 31,2002 

Before Directory After Directory Before Directory 
; 

Operating revenues 
Operating expenses 
Income before discontinued operations and cumulative 

effect of accounting change 
Per common share - diluted 

Per common share -diluted 

Per common share - diluted 

Income before cumulative effect of accounting change 

Net income 

$ 67,304 
52,300 

4,661 
1.70 

4,575 
1.67 

4,079 
1.49 

$ 67,226 
52,277 

4,624 
7.69 

4,538 
1.66 

4,042 
1.48 

$ 66,713 
55,240 

584 
.21 
571 
.21 
389 
.14 

$ 66,449 
55,314 

382 
-1 4 

369 
.14 

.07 
1 a7 
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Stock-Based Compensation 
As discussed in Note 1, we adopted the fair value recognition 
provisions of SFAS No. 123 using the prospective method as per- 
mitted under SFAS No. 148. The following table illustrates the effect 
on reported net income and earnings per share if the fair value 
method had been applied to all outstanding and unvested options in 
each period. 

Years Ended December 31. 2003 2002 2001 

Net Income, As Reported $ 3,077 $ 4,079 $ 389 

(dollars in millions) 

Add: Stock option-related employee 
compensation expense included 
in reported net income, net of related 
tax effects 44 - 

employee compensation expense 
determined under fair value 
based method for all awards, net 
of related tax effects (215) (467) (498) 

Pro Forma Net Income (Loss) 5 2,906 $ 3,612 $ (109) 

Earnings (Loss) Per Share 

- 
Deduct: Total stock option-related 

Basic - as reported 
Basic - pro forma 

Diluted - as reported 
Diluted - pro forma 

$ 1.12 $ 1.49 $ .14 
1.05 1.32 ~ 0 4 )  

1.11 1.49 .14 
1.05 1.32 ~ 0 4 )  

After-tax compensation expense for other stock-based compensa- 
tion included in net income as reported for the years ended 
December 31,2003,2002 and 2001 was $80 million, $1 5 million and 
$31 million, respectively. 

For additional information on assumptions used to determine the pro 
forma amounts as well as other information related to our stock- 
based compensation plans, see Note 14. 

Asset Retirement Obligations 
Effective January 1,2003, we adopted SFAS No. 143 which provides 
the accounting for the cost of legal obligations associated with the 
retirement of long-lived assets. SFAS No. 143 requires that compa- 
nies recognize the fair value of a liability for asset retirement 
obligations in the period in which the obligations are incurred and 
capitalize that amount as part of the book value of the long-lived 
asset. We have determined that Verizon does not have a material 
legal obligation to remove long-lived assets as described by this 
statement. However, prior to the adoption of SFAS No. 143, we 
included estimated removal costs in our group depreciation models. 
These costs have increased depreciation expense and accumulated 
depreciation for future removal costs for existing assets. These 
removal costs were recorded as a reduction to accumulated depreci- 
ation when the assets were retired and removal costs were incurred. 

For some assets, such as telephone poles, the removal costs 
exceeded salvage value. Under the provisions of SFAS No. 143, we 
are required to exclude costs of removal from our depreciation rates 
for assets for which the removal costs exceed salvage. Accordingly, 
in connection with the initial adoption of this standard on January 1, 
2003, we have reversed accrued costs of removal in excess of 
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salvage from our accumulated depreciation accounts for these 
assets. The adjustment was recorded as a cumulative effect of an 
accounting change, resulting in the recognition of a gain of $3,499 
million ($2,150 million after-tax). Effective January 1,2003, we began 
expensing costs of removal in excess of salvage for these assets as 
incurred. The impact of this change in accounting results in a 
decrease in depreciation expense and an increase in cost of services 
and sales. 

Goodwill and Other Intangible Assets 
The initial impact of adopting SFAS No. 142 on our consolidated 
financial statements was recorded as a cumulative effect of an 
accounting change as of January 1, 2002, resulting in a charge of 
$496 million, net of tax. This charge was comprised of $204 million 
($203 million after-tax) for goodwill and $294 million ($293 million 
after-tax) for wireless licenses and goodwill of equity method invest- 
ments and for other intangible assets. The following tables present 
the impact of SFAS No. 142 on reported income before discontinued 
operations and cumulative effect of accounting change, reported net 
income and earnings per share had SFAS No. 142 been in effect for 
the year ended December 31,2001: 

Year Ended December 31,2001 

Reported income before discontinued operations 

(dollars in millions) 

and cumulative effect of accounting change $ 584 
Goodwill amortization 32 
Wireless licenses amortization 334 

and cumulative effect of accounting change $ 950 
Adjusted income before discontinued operations 

Year Ended December 31,2001 
Basic Diluted 

Earnings per common share $ .22 $ .21 
Goodwill amortization .01 .01 
Wireless licenses amortization .I 2 .12 

Adjusted earnings per common share"' $ .35 $ .35 

Year Ended December 31,2001 (dollars in millions) 

Reported net income $ 389 
Goodwill amortization 49 
Wireless licenses amortization 334 

Adjusted net income $ 772 

Year Ended December 31,2001 
Basic Diluted 

Earnings per common share 
Goodwill amortization 

$ .14 $ .I4 
.02 .02 

Wireless licenses amortization .12 .12 
Adjusted earnings per common share'') $ .28 $ 2 8  

(1) Total per share amounts may not add due to rounding 

The preceding tables exclude $1 15 million ($.04 per share) for the 
year ended 2001, related to amortization of goodwill and other intan- 
gible assets with indefinite lives of equity method investments. 



notes to consolidated financial statements continued 

Derivatives 
We adopted the provisions of SFAS No. 133 effective January 1, 
2001. The initial impact of adoption of SFAS No. 133 on our consoli- 
dated financial statements was recorded as a cumulative effect of an 
accounting change resulting in a charge of $1 82 million to current 
earnings and income of $1 10 million to other comprehensive income 
(loss). The recognition of assets and liabilities was immaterial to our 
financial position. 

DISCONTINUED OPERATIONS AND SALES 
OF BUSINESSES, NET 

Discontinued Operations 
Grupo lusacell, S.A. de C.V. (lusacell) is a wireless telecommunica- 
tions company in Mexico. Prior to June 2003 we consolidated 
lusacell, since we appointed a majority of the members of its board 
of directors. In June 2003, we announced our decision to sell our 
39.4% consolidated interest in lusacell into the tender offer launched 
by Movil Access, a Mexican company. Verizon tendered its shares 
shortly after the tender offer commenced, and the tender offer closed 
on July 29, 2003. In accordance with SFAS No. 144, we have classi- 
fied the results of operations of lusacell as discontinued operations. 
In connection with the decision to sell our interest in lusacell and a 
comparison of expected net sale proceeds to the net book value of 
our investment in lusacell (including the foreign currency translation 
balance), we recorded a pretax loss of $957 million ($931 million 
after-tax). This loss included $317 million of goodwill. In addition, the 
assets and liabilities of lusacell are summarized and disclosed as cur- 
rent assets and current liabilities in the consolidated balance sheet at 
December 31, 2002. Additional detail related to the assets and liabil- 
ities of lusacell, which was part of our International segment, follows: 

At December 31,2002 (dollars in millions) 

Current assets 
Plant, property and equipment, net 
Other non-current assets 

Total assets 

Current liabilities 
Long-term debt 
Other non-current liabilities 

Total liabilities 

$ 133 
738 
434 

$ 1,305 

$ 125 
788 
94 

$ 1,007 

Summarized results of operations for lusacell are as follows: 

(dollars in millions) 
Years Ended December 31, 2003 2002 2001 

Income (loss) from operations of 
lusacell before income taxes $ - $ (74) $ 6 

Investment loss (957) 
Income tax benefit (provision) 22 (1 2) (1 9) 

- - 

Loss on discontinued operations, 
net of tax $ (935) $ (86) $ (13) 

Sales of Businesses, Net 
During 2003 and 2002, we recognized net gains in operations related 
to sales of businesses and other charges. During 2001, we recog- 
nized net losses in operations related to sales of businesses, 
impairments of assets held for sale and other charges. These net 
gains and losses are summarized as follows: 

December 31, 2003 2002 2001 
Pretax After-tax Pretax After-tax Pretax After-tax 

Wireline property 

Wireless overlap 
property sales - (92) (601 

Other, net 141 88 220 116 (258) (166) 
$ 141 $ 88 $2,747 $1,666 $ (350) $ (226) 

Years Ended (dollars in millions) 

sales $ - $ - $2,527 $1,550 $ - $ - 

- - - 

Wireline Property Sales 
During the third quarter of 2002, we completed the sales of all 
675,000 of our switched access lines in Alabama and Missouri to 
CenturyTel Inc. and 600,000 of our switched access lines in Kentucky 
to ALLTEL Corporation for $4,059 million in cash proceeds ($191 mil- 
lion of which was received in 2001). We recorded a pretax gain of 
$2,527 million ($1,550 million after-tax). The operating revenues of 
the access lines sold were $623 million and $997 million for the years 
2002 and 2001, respectively. Operating expenses of the access lines 
sold were $241 million and $413 million for the years 2002 and 2001, 
respectively. 

Wireless Overlap Propetfy Sales 
During 2001, we recorded a pretax gain of $80 million ($48 million 
after-tax) on the sale of the Cincinnati wireless market and a pretax 
loss of $172 million ($1 08 million after-tax) related to the sale of the 
Chicago wireless market. 

Other Transactions 
During 2003, we recorded a net pretax gain of $141 million ($88 mil- 
lion after-tax) primarily related to the sale of our directory publication 
operations in Austria, the Czech Republic, Gibraltar, Hungary, Poland 
and Slovakia. 

During 2002, we recorded a net pretax gain of $220 million ($1 16 mil- 
lion after-tax), primarily resulting from a pretax gain on the sale of TSI 
Telecommunication Services Inc. of $466 million ($275 million after- 
tax), partially offset by an impairment charge in connection with our 
exit from the video business and other charges of $246 million ($159 
million after-tax). 

During 2001, we recorded charges totaling $258 million ($166 million 
after-tax) related to exiting several businesses, including our video 
business and some leasing activities. 

Included in income (loss) from operations of lusacell before income 
taxes in the preceding table are operating revenues of $181 million, 
$540 million and $644 million for the years ended December 31, 
2003, 2002 and 2001, respectively. 
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OTHER STRATEGIC ACTIONS AND COMPLETION OF MERGER 

Severance, Pension and Benefit Charges 
Total pension, benefit and other costs related to severance activities 
were $5,524 million ($3,399 million after-tax) in 2003, primarily in 
connection with the voluntary separation of more than 25,000 
employees, as follows: 

In the fourth quarter of 2003, we recorded a pretax charge of 
$4,695 million ($2,882 million after-tax) primarily associated with 
costs incurred in connection with a voluntary separation plan 
under which more than 21,000 employees accepted the separa- 
tion offer. This pretax voluntary separation plan charge included 
$2,716 million recorded in accordance with SFAS No. 88, 
“Employers’ Accounting for Settlements and Curtailments of 
Defined Benefit Pension Plans and for Termination Benefits” and 
SFAS No. 106, “Employers’ Accounting for Postretirement 
Benefits Other Than Pensions” for pension and postretirement 
benefit enhancements and a net curtailment gain for a significant 
reduction of the expected years of future service resulting from 
early retirements. In addition, we recorded a pretax charge of $76 
million for pension settlement losses related to lump-sum settle- 
ments of some existing pension obligations. SFAS No. 88 requires 
that settlement losses be recorded once prescribed payment 
thresholds have been reached. The fourth quarter pretax charge 
also included severance costs of $1,720 million, included primarily 
in Selling, General & Administrative Expense, and costs related to 
other severance-related activities of $1 83 million. 

We also recorded a special charge in 2003 of $235 million ($150 
million after-tax) primarily associated with employee severance 
costs and severance-related activities in connection with the vol- 
untary separation of approximately 4,000 employees. In addition, 
we recorded pretax pension settlement losses of $131 million ($81 
million after-tax) in 2003 related to employees that received lump- 
sum distributions during the year in connection with previously 
announced employee separations. 

Further, in 2003 we recorded a special charge of $463 million 
($286 million after-tax) in connection with enhanced pension ben- 
efits granted to employees retiring in the first half of 2003, esti- 
mated costs associated with the July 10, 2003 Verizon-New York 
arbitration ruling and pension settlement losses related to lump- 
sum pay-outs in 2003. On July 10, 2003, an arbitrator ruled that 
Veriion-New York’s termination of 2,300 employees in 2002 was 
not permitted under a union contract; similar cases were pending 
impacting an additional 1,100 employees. Verizon offered to rein- 
state all 3,400 impacted employees, and accordingly, recorded a 
charge in the second quarter of 2003 representing estimated pay- 
ments to employees and other related company-paid costs. 

Total pension, benefit and other costs related to severances were 
$2,010 million ($1,264 million after taxes and minority interest) in 
2002, primarily in connection with the separation of approximately 

8,000 employees and pension and other postretirement benefit 
charges associated with 2002 and 2001 severance activity, 
as follows: 

In the fourth quarter of 2002, we recorded a pretax charge of $981 
million ($604 million after taxes and minority interest) primarily 
associated with pension and benefit costs related to severances in 
2002 and 2001. This pretax charge included $91 0 million recorded 
in accordance with SFAS No. 88 and SFAS No. 106 for curtailment 
losses related to a significant reduction of the expected years of 
future service resulting from early retirements once the prescribed 
threshold was reached, pension settlement losses related to lump- 
sum settlements of some existing pension obligations and pension 
and postretirement benefit enhancements. The fourth quarter 
charge also included severance costs of $71 million. 

We also recorded a pretax charge in 2002 of $295 million ($185 
million after-tax) related to settlement losses incurred in connec- 
tion with previously announced employee separations. 

In addition, we recorded a charge of $734 million ($475 million 
after taxes and minority interest) in 2002 primarily associated with 
employee severance costs and severance-related activities in 
connection with the voluntary and involuntary separation of 
approximately 8,000 employees. 

During 2001, we recorded a special charge of $1,613 million ($1,001 
million after-tax) primarily associated with employee severance costs 
and related pension enhancements. The pretax charge included sev- 
erance and related benefits of $765 million for the voluntary and 
involuntary separation of approximately 10,000 employees. We also 
recorded a pretax charge of $848 million primarily associated with 
related pension enhancements. 

We expect to complete the severance activities within a year of when 
the respective charges are recorded. 

Other Charges and Special Items 
During 2003, we recorded other special pretax charges of $557 mil- 
lion ($41 9 million after-tax). These charges included $240 million 
($1 56 million after-tax) primarily in connection with environmental 
remediation efforts relating to several discontinued businesses 
including a former facility that processed nuclear fuel rods in 
Hicksville, New York (see Note 22) and a pretax impairment charge of 
$184 million ($1 84 million after-tax) pertaining to our leasing opera- 
tions for airplanes leased to airlines experiencing financial difficulties 
and for power generating facilities. These 2003 charges also include 
pretax charges of $61 million ($38 million after-tax) related to the early 
retirement of debt and other pretax charges of $72 million ($41 million 
after-tax). 

During 2002, we recorded pretax charges of $626 million ($469 mil- 
lion after-tax). These charges related to an impairment charge in 
connection with our financial statement exposure to MCI due to its 
July 2002 bankruptcy of $300 million ($183 million after-tax), an 
impairment charge of $1 17 million ($136 million after-tax) pertaining 
to our leasing operations for airplanes leased to airlines experiencing 
financial difficulties and other charges of $209 million ($1 50 million 
after-tax). In addition, we recorded a charge of $1 75 million ($1 14 mil- 
lion after-tax) related to a settlement of a litigation matter that arose 
from our decision to terminate an agreement with NorthPoint 
Communications Group, Inc. (Northpoint) to combine the two com- 
panies’ digital subscriber line (DSL) businesses. 
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Other charges and special items recorded during 2001 include an 
asset impairment charge of $151 million ($95 million after-tax) related 
to property sales and facility consolidation, a charge of $1 82 million 
($179 million after taxes and minority interest) in connection with 
mark-to-market adjustments related to some of our financial instru- 
ments and a charge of $29 million ($1 9 million after-tax) resulting from 
the early retirement of debt. In 2001, we also recorded a loss of $35 
million ($26 million after-tax) related to international losses. 

Merger Transition Costs 
We announced at the time of the Bell Atlantic-GTE merger in 2000 
that we expected to incur a total of approximately $2 billion of transi- 
tion costs related to the merger and the formation of the wireless joint 
venture. These costs were incurred to establish the Verizon brand, 
integrate systems, consolidate real estate and relocate employees. 
Transition activities were complete at December 31,2002 and totaled 
$2,243 million. For 2002 and 2001, transition costs were $51 0 million 
($288 million after taxes and minority interest) and $1,039 million 
($578 million after taxes and minority interest), respectively. 

MARKETABLE SECURITIES AND OTHER SECURITIES 

We have investments in marketable securities which are considered 
“available-for-sale” under SFAS No. 1 15. These investments have 
been included in our consolidated balance sheets in Investments in 
Unconsolidated Businesses and Other Assets. 

Under SFAS No. 115, available-for-sale securities are required to 
be carried at their fair value, with unrealized gains and losses (net 
of income taxes) that are considered temporary in nature recorded 
in Accumulated Other Comprehensive Loss. The fair values of 
our investments in marketable securities are determined based on 
market quotations. We continually evaluate our investments in mar- 
ketable securities for impairment due to declines in market value 
considered to be other than temporary. That evaluation includes, in 
addition to persistent, declining stock prices, general economic 
and company-specific evaluations. In the event of a determination 
that a decline in market value is other than temporary, a charge to 
earnings is recorded in Income (Loss) From Other Unconsolidated 
Businesses in the consolidated statements of income for all or a por- 
tion of the unrealized loss, and a new cost basis in the investment 
is established. 

The following table shows certain summarized information related to 
our investments in marketable securities: 

(dollars in millions) 
Gross Gross 

Unrealized Unrealized Fair 
Cost Gains Losses Value 

At December 31,2003 
Investments in unconsolidated 

businesses $ 160 $ - $ ($0) $ 150 
Other assets 194 41 - 235 

$ 354 $ 41 S (101 $ 385 

At December 31,2002 
Investments in unconsolidated 

businesses $ 115 5 5 $ (20) $ 100 

Our investments in marketable securities are primarily bonds and 
mutual funds. 

During 2002, we recognized a net loss of $347 million ($230 million 
after-tax) primarily related to the market value of our investment in 
Cable & Wireless plc (C&W) and losses totaling $237 million ($237 
million after-tax) relating to several other investments in marketable 
securities. We determined that market value declines in these invest- 
ments during 2002 were considered other than temporary. 

During 2002, we sold nearly all of our investment in Telecom 
Corporation of New Zealand Limited VCNZ) for net cash proceeds of 
$769 million, which resulted in a pretax gain of $383 million ($229 mil- 
lion after-tax). 

During 2002, we also recorded a pretax loss of $516 million ($436 
million after-tax) to market value due primarily to the other than tem- 
porary decline in the market value of our investment in Metromedia 
Fiber Network, Inc. (MFN). We wrote off our remaining investment 
and other financial statement exposure related to MFN primarily as a 
result of its deteriorating financial condition and related defaults. 

During 2001, we recognized a pretax loss of $4,686 million ($3,607 
million after-tax) primarily relating to our investments in C&W, NTL 
Incorporated (NTL) and MFN. We determined that market value 
declines in these investments during 2001 were considered other 
than temporary. 

Certain other investments in securities that we hold are not adjusted 
to market values because those values are not readily determinable 
and/or the securities are not marketable. We have, however, adjusted 
the carrying values of these securities in situations where we believe 
declines in value below cost were other than temporary. During 2002 
and 2001, we recognized pretax losses of $2,898 million ($2,735 mil- 
lion after-tax) and $1,251 million ($1,251 million after-tax), 
respectively, primarily in Income (Loss) From Other Unconsolidated 
Businesses in the consolidated statements of income relating to our 
investment in Genuity Inc. (Genuity). The 2002 loss includes a write- 
down of our investments and loans of $2,624 million ($2,560 million 
after-tax). We also recorded a pretax charge of $274 million ($1 75 mil- 
lion after-tax) related to the remaining financial exposure to our 
assets, including receivables, as a result of Genuity’s bankruptcy. 
During 2003, we recorded a net pretax gain of $176 million as a result 
of a payment received in connection with the liquidation of Genuity. In 
connection with this payment, Verizon recorded a contribution of 
$150 million to Verizon Foundation to fund its charitable activities and 
increase its self-sufficiency. Consequently, we recorded a net gain of 
$17 million after taxes related to this transaction and the accrual of 
the Verizon Foundation contribution. The carrying values for invest- 
ments not adjusted to market value were $24 million at December 31, 
2003 and $1 03 million at December 31,2002. 

As a result of capital gains and other income from access line sales 
and investment sales in 2002, as well as assessments and transac- 
tions related to several of the impaired investments during the third 
and fourth quarters of 2002, we recorded tax benefits of $2,104 mil- 
lion in 2002 pertaining to current and prior year investment 
impairments. The investment impairments primarily related to debt 
and equity investments in MFN and in Genuity. 

Other assets 196 46 - 242 
$ 311 $ 51 5 (20) $ 342 
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PLANT, PROPERTY AND EQUIPMENT 

The following table displays the details of plant, property and equip- 
ment, which is stated at cost: 

At December 31, 

Land 
Buildings and equipment 
Network equipment 
Furniture, office and data processing 

Work in progress 
Leasehold improvements 
Other 

equipment 

Accumulated depreciation 
Total 

2003 

$ 812 
15,677 

142,296 

16,352 
1,137 
1,575 
3,126 

180,975 

(dollars in millions) 
2002 

$ 915 
14,572 

137.353 

17,396 
1,476 
1,573 
3,553 

176,838 
(1 05,659) (103,080) 

$ 75,316 $ 73,758 

GOODWILL AND OTHER INTANGfBLE ASSETS 

Goodwill 
Changes in the carrying amount of goodwill for the year ended December 31,2003 are as follows: 

Corporate 8 (dollars in millions) 

Telecom Wireless Services international Other Total 
Domestic Domestic Information 

Balance as of December 31,2002 $ 314 $ -  $ 579 $ 446 $ -  $ 1,339 
Goodwill reclassifications and other 52 (2) 50 

Balance as of December 31,2003 $ 314 $ -  $ 631 $ 4 4 4  $ -  $ 1,389 

- - - 

Other Intangible Assets 
(dollars in millions) 

As of December 31,2002 
Accumulated 

Amount Amortization Amount Amortization 

Customer lists (4 to 7 years) $ 3,441 $ 2,362 $ 3,440 $ 1,846 
Non-network internal-use software (3 to 7 years) 5,799 2,208 4,700 1,399 

As of December 31,2003 
Gross Canying Accumulated Gross Carrying 

Amortized intangible assets: 

Other (2 to 30 years) 
Total 
Unamortized intangible assets: 

Wireless licenses 

86 23 81 14 
$ 9,326 $ 4,593 $ 8,221 $ 3,259 

$ 40,907 $ 40,030 

intangible asset amortization expense was $1,402 million, $1,154 million and $2,161 million for years ended December 31, 2003, 2002 and 
2001, respectively. It is estimated to be $1,382 million in 2004, $1,236 million in 2005, $703 million in 2006, $409 million in 2007 and $290 mil- 
lion in 2008, primarily related to customer lists and non-network internal-use software. 
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INVESTMENTS IN UNCONSOLIDATED BUSINESSES 

Our investments in unconsolidated businesses are comprised of the 
following: 

(dollars in millions) 
2003 2002 

At December 31, Ownership investment Ownership investment 
Equity lnvestees 
C A N N  28.5% $ 219 28.5% !$ 475 
Omnitel 23.1 3,639 23.1 2,226 
TELUS 20.9 574 21.3 463 
Other Various 1,183 Various 1,620 
Total equity investees 5,615 4,784 

Cost lnvestees Various 174 Various 202 
Total investments in 

unconsolidated businesses $ 5,789 !$ 4,986 

Dividends received from investees amounted to $198 million in 2003, 
$182 million in 2002 and $244 million in 2001, respectively. 

Equity lnvestees 
C A N N  
Compaiiia Anonima Nacional Telefonos de Venezuela (CANTV) is 
Venezuela’s largest full-service telecommunications provider. CANW 
offers local services, national and international long distance, Internet 
access and wireless services in Venezuela as well as public tele- 
phone, private network, data transmission, directory and other 
value-added services. 

In October 2001, shareholders of CANN approved an extraordinary 
dividend of approximately $550 million, paid in two installments in 
December 2001 and March 2002, and a share repurchase program of 
up to 15% of CANWs shares. During December 2001, we received 
approximately $167 million from the repurchase program and $85 
million in extraordinary dividends. In 2002, we received $67 million in 
extraordinary dividends. 

During 2002, we recorded a pretax loss of $1,400 million ($1,400 mil- 
lion after-tax) due to the other than temporary decline in the market 
value of our investment in CANTV. As a result of the political and eco- 
nomic instability in Venezuela, including the devaluation of the 
Venezuelan bolivar, and the related impact on CANTV’s future eco- 
nomic prospects, we no longer expected that the future 
undiscounted cash flows applicable to CANTV were sufficient to 
recover our investment. Accordingly, we wrote our investment down 
to market value as of March 31, 2002. 

Vodafone Omnitel 
Vodafone Omnitel N.V. (Omnitel) is an Italian digital cellular telecom- 
munications company. It is the second largest wireless provider in 
Italy. At December 31, 2003 and 2002, our investment in Omnitel 
included goodwill of $996 million and $830 million, respectively. 

TELUS 
TELUS Corporation (TELUS) is the largest telecommunications com- 
pany in Western Canada and the second largest in Canada. The 
company is a full-service telecommunications provider and provides 
subscribers with a full range of telecommunications products and 
services including data, voice and wireless services across Canada. 

In 2002, we recorded a pretax loss of $580 million ($430 million after- 
tax) to the market value of our investment in TELUS. We determined 
that the market value decline in this investment was considered other 
than temporary. 

Other Equity lnvestees 
Verizon has limited partnership investments in entities that invest in 
affordable housing projects, for which Verizon provides funding as a 
limited partner and receives tax deductions and tax credits based on 
its partnership interests. At December 31, 2003 and 2002, Verizon 
had equity investments in these partnerships of $863 million and 
$954 million, respectively. Verizon currently adjusts the carrying value 
of these investments for any losses incurred by the limited partner- 
ships through earnings. 

CTI Holdings, S.A. (CTI) provides wireless services in Argentina. 
During 2002, we recorded a pretax loss of $230 million ($190 million 
after-tax) to fair value due to the other than temporary decline in the 
fair value of our remaining investment in CTI as a result of the impact 
of the deterioration of the Argentinean economy and the devaluation 
of the Argentinean peso on CTl’s financial position. As a result of this 
2002 charge and a $637 million ($637 million after-tax) charge 
recorded in 2001, our financial exposure related to our equity invest- 
ment in CTI was eliminated as of year-end 2002. On March 28, 2002, 
Verizon transferred 5.5 million of its shares in CTI to an indirectly 
wholly owned subsidiary of Verizon and subsequently transferred 
ownership of that subsidiary to a newly created trust for CTI 
employees. This decreased Verizon’s ownership percentage in CTI 
from 65% to 48%. We also reduced our representation on CTl’s 
board of directors from five of nine members to four of nine (subse- 
quently reduced to one of five members). As a result of these actions 
that surrender control of CTI, we changed our method of accounting 
for this investment from consolidation to the equity method. On June 
3, 2002, as a result of an option exercised by Telfone (BVI) Limited 
Velfone), a CTI shareholder, Verizon acquired approximately 5.3 mil- 
lion additional CTI shares. Also on June 3, 2002, we transferred 
ownership of a wholly owned subsidiary of Verizon that held 5.4 mil- 
lion CTI shares to a second independent trust leaving us with an 
approximately 48% non-controlling interest in CTI. Since we had no 
other future commitments or plans to fund CTl’s operations and had 
written our investment down to zero, in accordance with the 
accounting rules for equity method investments, we ceased 
recording operating income or losses related to CTl’s operations 
beginning in 2002. On October 16,2003, we sold our entire remaining 
interest in CTI. 

We also have an international wireless investment in Slovakia. This 
investment is a joint venture to build and operate a cellular network in 
that country. The remaining investments include wireless partner- 
ships in the U.S., real estate partnerships, publishing joint ventures, 
and several other domestic and international joint ventures. 

During 2003, we recorded a pretax gain of $348 million on the sale of 
our interest in Eurotel Praha, spol. s r.0. In connection with this sale 
transaction, Verizon recorded a contribution of $1 50 million to Verizon 
Foundation to fund its charitable activities and increase its self-suffi- 
ciency. Consequently, we recorded a net gain of $27 million after 
taxes related to this transaction and the accrual of the Verizon 
Foundation contribution. 
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Cost lnvestees 
Some of our cost investments are carried at their current market 
value. Other cost investments are carried at their original cost, except 
in cases where we have determined that a decline in the estimated 
market value of an investment is other than temporary as described 
in Note 5. 

Genuity 
Prior to the merger of Bell Atlantic and GTE in 2000, we owned and 
consolidated Genuity, which was deconsolidated in June 2000 as a 
condition of the merger in connection with an initial public offering. 
Our remaining ownership interest in Genuity contained a contingent 
conversion feature that gave us the option to regain control of 
Genuity and was dependent on obtaining approvals to provide long 
distance service in the former Bell Atlantic region and satisfaction of 
other regulatory and legal requirements. On July 24, 2002, we con- 
verted all but one of our shares of Class 6 common stock of Genuity 
into shares of Class A common stock of Genuity and relinquished our 
right to convert our current ownership into a controlling interest in 
Genuity. On December 18, 2002, we sold all of our Class A common 
stock of Genuity. (See Note 5 for additional information.) 

Other Cost Investees 
TCNZ is the principal provider of telecommunications services in New 
Zealand. During 2002, we sold nearly all of our investment in TCNZ 
(see Note 5 for additional information). As of December 31, 2003, we 
hold an insignificant interest in TCNZ. 

Other cost investments include a variety of domestic and interna- 
tional investments primarily involved in providing telecommunication 
services. 

Summarized Financial Information 
Summarized financial information for our equity investees is 
as follows: 

Balance Sheet 

At December 31, 2003 2002 

Current assets $ 9,527 $ 4,778 

(dollars in millions) 

Noncurrent assets 23,804 21,425 
Total assets $ 33,331 $ 26,203 

Current liabilities 
Noncurrent liabilities 
Equity 
Total liabilities and equity 

$ 5,377 $ 5,187 
8,044 7,345 
19,910 13,671 

$33,331 $ 26,203 

Income Statement 
(dollars in millions) 

Years Ended December 31, 2003 2002 2001 

Revenue $ 15,364 $ 12,740 $ 12,658 

Operating income 4,918 2,799 3,163 

Net income 4,172 1,628 2,323 

MINORITY INTEREST 

Minority interests in equity of subsidiaries were as follows: 

At December 31, 2003 2002 

Wireless joint venture (55%) $22,383 $22,018 
Cellular partnerships and other (various) 1,549 1,544 

(dollars in millions) 

Minority interests in consolidated subsidiaries? 

TELPRI (52%) 316 276 . .  
Preferred securities issued by subsidiaries 100 219 

S 24.348 S 24.057 

'Indicated ownership percentages are Verizon's consolidated interests. 

Wireless Joint Venture 
The wireless joint venture was formed in April 2000 in connection with 
the combination of the U.S. wireless operations and interests of 
Verizon and Vodafone Group PIC (Vodafone). The wireless joint ven- 
ture operates as Verizon Wireless. Verizon owns a controlling 55% 
interest in Verizon Wireless and Vodafone owns the remaining 45%. 

Under the terms of an investment agreement, Vodafone may require 
Verizon Wireless to purchase up to an aggregate of $20 billion worth 
of Vodafone's interest in Verizon Wireless at designated times 
between 2003 and 2007 at its then fair market value. In the event 
Vodafone exercises its put rights, we have the right, exercisable at 
our sole discretion, to purchase up to $12.5 billion of Vodafone's 
interest instead of Verizon Wireless for cash or Verizon stock at our 
option. Vodafone may require the purchase of up to $1 0 billion during 
a 61 -day period opening on June 10 and closing on August 9 in 2004, 
and the remainder, which may not exceed $10 billion in any one year, 
during a 61-day period opening on June 10 and closing on August 9 
in 2005 through 2007. Vodafone also may require that Verizon 
Wireless pay for up to $7.5 billion of the required repurchase through 
the assumption or incurrence of debt. Vodafone did not exercise its 
put rights during the 61-day period that ended on August 9, 2003. 

Cellular Partnerships and Other 
In August 2002, Verizon Wireless and Price Communications Corp. 
(Price) combined Price's wireless business with a portion of Verizon 
Wireless in a transaction valued at approximately $1.7 billion, 
including $550 million of net debt. The resulting limited partnership is 
controlled and managed by Verizon Wireless. In exchange for its con- 
tributed assets, Price received a limited partnership interest in the 
new partnership which is exchangeable into common stock of 
Verizon Wireless if an initial public offering of that stock occurs, or 
into the common stock of Verizon on the fourth anniversary of the 
asset contribution date if the initial public offering of Verizon Wireless 
common stock does not occur prior to then. The price of the Verizon 
common stock used in determining the number of Verizon common 
shares received in an exchange is also subject to a maximum and 
minimum amount. 

TELPRI 
Telecomunicaciones de Puerto Rico, Inc. (TELPRI) provides local, 
wireless, long distance, paging and Internet-access services in 
Puerto Rico. During 2002, we exercised our option to purchase addi- 
tional equity in TELPRI, which increased our ownership percentage to 
52%. As a result, Verizon changed the accounting for TELPRI from 
the equity method to consolidation, effective January 1, 2002. 
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I LEASING ARRANGEMENTS 
I 

As Lessor 

under which commercial aircraft and power generating facilities, 
which comprise the majority of the portfolio, along with industrial 
equipment, real estate property, telecommunications and other 
equipment are leased for remaining terms of less than 1 year to 45 
years as of December 31, 2003. Minimum lease payments receiv- 
able represent unpaid rentals, less principal and interest on 
third-party nonrecourse debt relating to leveraged lease transac- 
tions. Since we have no general liability for this debt, which holds a 
senior security interest in the leased equipment and rentals, the 
related principal and interest have been offset against the minimum 
lease payments receivable in accordance with GAAP. All recourse 
debt is reflected in our consolidated balance sheets. See Note 4 for 
a discussion of lease impairment charges. 

I We are the lessor in leveraged and direct financing lease agreements 

Finance lease receivables, which are included in Prepaid Expenses and Other and Other Assets in our consolidated balance sheets are com- 
prised of the following: 

At December 31, 2003 2002 
(dollars in millions) 

Direct Direct 
Leveraged Finance Leveraged Finance 

Leases Leases Total Leases Leases Total 

Minimum lease payments receivable $ 4,381 $ 254 $ 4,635 $ 3,881 $ 260 $ 4,141 
Estimated residual value 2,432 31 2,463 2,556 35 2,591 
Unearned income (2,782) (56) (2,838) (2,426) (41 ) (2,467) 

$ 4,031 $ 229 4,260 $ 4,011 $ 254 4,265 

Finance lease receivables, net $ 3,837 $ 4,051 
Current $ 51 $ 49 

Allowance for doubtful accounts (423) (214) 

.. 

Noncurrent $ 3,786 
.- 

$ 4,002 

Accumulated deferred taxes arising from leveraged leases, which are included in Deferred Income Taxes, amounted to $3,297 million at 
December 31, 2003 and $3,282 million at December 31,2002. 

51 



notes to consolidated financial Statements continued 

The following table is a summary of the components of income from 
leveraged leases: 

(dollars in millions) 
Years Ended December 31, 2003 2002 2001 

Pretax lease income $ 108 $ 110 $ 64 
Income tax expensdpenefit) 11 17 (32) 
Investment tax credits 3 3 3 

The future minimum lease payments to be received from noncance- 
lable leases, net of nonrecourse loan payments related to leveraged 
and direct financing leases in excess of debt service requirements, 
for the periods shown at December 31,2003, are as follows: 

(dollars in millions) 
Years Capital Leases Operating Leases 

2004 
2005 
2006 
2007 
2008 
Thereafter 
Total 

$ 159 $ 35 
155 28 
106 26 
124 20 
168 14 

3,923 39 
$ 4,635 $ 162 

As Lessee 
We lease certain facilities and equipment for use in our operations 
under both capital and operating leases. Total rent expense from con- 
tinuing operations under operating leases amounted to $1,339 million 
in 2003, $1,259 million in 2002 and $1,258 million in 2001. 

Capital lease amounts included in plant, property and equipment are 
as follows: 

(dollars in millions) 
At December 31, 2003 2002 

Capital leases $ 558 $ 544 
Accumulated amortization (354) (368) 
Total $ 204 !3 176 

The aggregate minimum rental commitments under noncancelable 
leases for the periods shown at December 31, 2003, are as follows: 

(dollars in millions) 
Years Capital Leases Operating Leases 

2004 $ 103 $2 909 
2005 37 822 
2006 29 877 
2007 22 521 
2008 16 397 
Thereafter 97 1,127 
Total minimum rental commitments 304 $ 4,653 
Less interest and executory costs (64) 
Present value of minimum lease payments 240 
Less current installments (83) 
Long-term obligation at December 31, 2003 $ 157 

DEBT 

Debt Maturing Within One Year 
Debt maturing within one year is as follows: 

At December 31, 2003 2002 

Notes payable 

(dollars in millions) 

Commercial paper $ 767 $ 2,057 
Bank loans 20 40 
Short-term notes 4 

Long-term debt maturing within one year 5,180 7,166 
Total debt maturing within one year $ 5,967 $ 9,267 
Weighted-average interest rates for 

- 

notes payable outstanding at year-end I .9% 1.4% 

The weighted average interest rates for our domestic notes payable 
at year-end were 1.1 % and 1.4% at December 31, 2003 and 2002, 
respectively. 

Capital expenditures (primarily construction of telephone plant) are 
partially financed, pending long-term financing, through bank loans 
and the issuance of commercial paper payable within 12 months. 

At December 31, 2003, we had approximately $5.9 billion of unused 
bank lines of credit. Certain of these lines of credit contain require- 
ments for the payment of commitment fees. 

As of December 31, 2003, the total minimum sublease rentals to be 
received in the future under noncancelable operating and capital sub- 
leases were $50 million and $4 million, respectively. 
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Long-Term Debt 
Outstanding long-term debt obligations are as follows: 

(dollars in millions) 
2003 2002 

$ 17,364 $ 16,974 

13,417 13,492 
3,625 3,315 
2,184 2,288 

At December 31, Interest Rates % Maturities 

2004 - 2032 Notes payable 

Telephone subsidiaries - debentures and firsthefunding mortgage bonds 

1.24 -10.05 

2.00 - 7.00 
7.15 - 7.65 
7.85 - 9.67 

2004 - 2042 
2006 - 2032 
201 0 - 2031 

Other subsidiaries - debentures and other 6.36 - 8.75 2004 - 2028 3,926 4,895 

Zero-coupon convertible notes, 
net of unamortized discount of $2,198 and $2,293 

Employee stock ownership plan loans: 
GTE guaranteed obligations 
NYNEX debentures 

3.00% yield 2021 3,244 3,149 

9.73 
9.55 

2005 
2010 

119 222 
175 203 

Capital lease obligations (average rate 7.9% and 8.2%) 
and other lease-related debt (average rate 6.0% and 4.8%) 

Exchangeable notes, net of unamortized discount of $90 

521 1.269 

- 5,204 

99 241 Property sale holdbacks held in escrow, vendor financing and other 

Unamortized discount, net of premium 
Total long-term debt, including current maturities 
Less: debt maturing within one year 
Total long-term debt 

4.00 - 6.00 2004 - 2005 

(5,180) (7,166) 
$ 39,413 $ 44,003 

Telephone Subsidiaries’ Debt 
The telephone subsidiaries’ debentures outstanding at December 31, 
2003 include $825 million that are callable. The call prices range from 
100.0% to 103.7% of face value, depending upon the remaining term 
to maturity of the issue. In addition, our refunding mortgage bond 
issuance and first mortgage bonds of $305 million are secured by 
certain telephone operations assets. 

See Note 21 for additional information about guarantees of 
subsidiary debt. 

Zero-Coupon Convertible Notes 
In May 2001, Verizon Global Funding Corp. (Verizon Global Funding) 
issued approximately $5.4 billion in principal amount at maturity of 
zero-coupon convertible notes due 2021, resulting in gross proceeds 
of approximately $3 billion. The notes are convertible into shares of 
our common stock at an initial price of $69.50 per share if the closing 
price of Verizon common stock on the New York Stock Exchange 
exceeds specified levels or in other specified circumstances. The 
conversion price increases by at least 3% a year. The initial conver- 
sion price represents a 25% premium over the May 8, 2001 closing 
price of $55.60 per share. There are no scheduled cash interest pay- 
ments associated with the notes. The zero-coupon convertible notes 
are callable by Verizon Global Funding on or after May 15, 2006. In 
addition, the notes are redeemable at the option of the holders on 
May 15th in each of the years 2004. 2006, 201 1 and 201 6. As of 
December 31, 2003, the zero-coupon notes were classified as long- 
term debt maturing within one year since they are redeemable on 
May 15,2004. 

Exchangeable Notes 
Previously, Verizon Global Funding issued two series of notes: $2,455 
million of 5.75% senior exchangeable notes due on April 1, 2003 that 
were exchangeable into shares of TCNZ (the 5.75% Notes) and 
$3,180 million of 4.25% senior exchangeable notes due on 
September 15, 2005 that, in connection with a restructuring of 
Cable & Wireless Communications plc in 2000 and the bankruptcy of 
NTL in 2002, were exchangeable into shares of C&W and a combina- 
tion of shares and warrants in the reorganized NTL entities (the 
4.25% Notes). 

On April 1, 2003, all of the outstanding $2,455 million principal 
amount of the 5.75% Notes were redeemed at maturity. On March 
15, 2003, Verizon Global Funding redeemed all of the outstanding 
4.25% Notes. The cash redemption price for the 4.25% Notes was 
$1,048.29 for each $1,000 principal amount of the notes. The prin- 
cipal amount of the 4.25% Notes outstanding, before unamortized 
discount, at the time of redemption, was $2,839 million. 

The 5.75% Notes and the 4.25% Notes were indexed to the fair 
market value of the exchange property into which they are exchange- 
able. At December 31, 2002 and 2001, the exchange prices of each 
of the 5.75% Notes and the 4.25% Notes exceeded the fair market 
value of the exchange property. Consequently, the notes were 
recorded at their amortized carrying value with no mark-to-market 
adjustments. 
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Support Agreements 
All of Verizon Global Funding’s debt has the benefit of Support 
Agreements between us and Verizon Global Funding, which give 
holders of Verizon Global Funding debt the right to proceed directly 
against us for payment of interest, premium (if any) and principal out- 
standing should Verizon Global Funding fail to pay. The holders of 
Verizon Global Funding debt do not have recourse to the stock or 
assets of most of our telephone operations; however, they do have 
recourse to dividends paid to us by any of our consolidated sub- 
sidiaries as well as assets not covered by the exclusion. Verizon 
Global Funding’s long-term debt, including current portion, aggre- 
gated $1 5,281 million at December 31, 2003. The carrying value of 
the available assets reflected in our consolidated balance sheets was 
approximately $56.8 billion at December 31, 2003. 

Debt Covenants 
Verizon and its consolidated subsidiaries are in compliance with all of 
their debt covenants. 

Maturities of Long-Term Debt 
Maturities of long-term debt outstanding at December 31, 2003 are 
$5.2 billion in 2004, $5.5 billion in 2005, $3.9 billion in 2006, $2.5 bil- 
lion in 2007, $2.5 billion in 2008 and $25.1 billion thereafter. These 
amounts include the debt, redeemable at the option of the holder, at 
the earliest redemption dates. 

FINANCIAL INSTRUMENTS 

Derivatives 
The ongoing effect of SFAS No. 133 and related amendments and 
interpretations on our consolidated financial statements will be deter- 
mined each quarter by several factors, including the specific hedging 
instruments in place and their relationships to hedged items, as well 
as market conditions at the end of each period. For the years ended 
December 31,2003,2002 and 2001, we recorded charges of $1 1 mil- 
lion, $1 4 million and $1 82 million, respectively, and losses of $21 
million, gains of $12 million and losses of $43 million to other com- 
prehensive income (loss), respectively. 

Interest Rate Risk Management 
We have entered into domestic interest rate swaps, to achieve a tar- 
geted mix of fixed and variable rate debt, where we principally 
receive fixed rates and pay variable rates based on LIBOR. These 
swaps hedge against changes in the fair value of our debt portfolio. 
We record the interest rate swaps at fair value in our balance sheet as 
assets and liabilities and adjust debt for the change in its fair value 
due to changes in interest rates. The ineffective portions of these 
hedges were immaterial to our operating results in all periods pre- 
sented. 

Foreign Exchange Risk Management 
Our foreign exchange risk management includes the use of foreign 
currency forward contracts and cross currency interest rate swaps 
with foreign currency forwards. These contracts are typically used to 
hedge short-term foreign currency transactions and commitments, or 
to offset foreign exchange gains or losses on the foreign currency 
obligations and are designated as cash flow hedges. The contracts 
have maturities ranging from approximately two months to 16 
months. We record these contracts at fair value as assets or liabilities 
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and the related gains or losses are deferred in shareowners’ invest- 
ment as a component of other comprehensive income (loss). We 
have recorded losses of $21 million, gains of $12 million and losses 
of $43 million in other comprehensive income (loss) for the years 
ended December 31,2003,2002 and 2001, respectively. 

Other Derivatives 
In 2001 and 2000, we invested a total of $1,025 million in MFN’s con- 
vertible debt securities. The conversion options on the MFN debt 
securities had, as their underlying risk, changes in the MFN stock 
price. This risk was not clearly and closely related to the change in 
interest rate risk underlying the debt securities. Under the provisions 
of SFAS No. 133 and related amendments and interpretations, we 
were required to separate the conversion options, considered 
embedded derivatives, from the debt securities in order to account 
for changes in the fair value of the conversion options separately from 
changes in the fair value of the debt securities. The fair value of the 
conversion options were recognized as assets in our balance sheet 
and we recorded the mark-to-market adjustment in earnings. The fair 
value of the debt securities and the conversion options were 
recorded in Investments in Unconsolidated Businesses in the consol- 
idated balance sheets. A net charge of $186 million related to the 
conversion options was included as part of the cumulative effect of 
the accounting change recorded on January 1,2001. A net charge of 
$1 63 million was recorded as a mark-to-market adjustment for the 
year ended December 31,2001. As of December 31,2001, the value 
of the conversion options in our consolidated balance sheet was 
approximately $48 million. During 2002, we wrote-off the value of the 
conversion options due to the other than temporary decline in market 
value of our investment in MFN and recorded the charge of $48 mil- 
lion in Income (Loss) from Other Unconsolidated Businesses. 

In addition, we previously entered into several other contracts and 
similar arrangements that require fair value accounting under the pro- 
visions of SFAS No. 133 and related amendments and 
interpretations. A net gain of $4 million was recorded as the cumula- 
tive effect of an accounting change on January 1,2001. We recorded 
charges of $13 million, $15 million and $19 million as mark-to-market 
adjustments related to these instruments for the years ended 
December 31,2003,2002 and 2001, respectively. 

Concentrations of Credit Risk 
Financial instruments that subject us to concentrations of credit risk 
consist primarily of temporary cash investments, short-term and 
long-term investments, trade receivables, certain notes receivable 
including lease receivables, preferred stock and derivative contracts. 
Our policy is to deposit our temporary cash investments with major 
financial institutions. Counterparties to our derivative contracts are 
also major financial institutions and organized exchanges. The finan- 
cial institutions have all been accorded high ratings by primary rating 
agencies. We limit the dollar amount of contracts entered into with 
any one financial institution and monitor our counterparties’ credit 
ratings. We generally do not give or receive collateral on swap agree- 
ments due to our credit rating and those of our counterparties. While 
we may be exposed to credit losses due to the nonperformance of 
our counterparties, we consider the risk remote and do not expect 
the settlement of these transactions to have a material effect on our 
results of operations or financial condition. 
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Fair Values of Financial Instruments 
The tables that follow provide additional information about our signif- 
icant financial instruments: 

Financial Instrument Valuation Method 
Cash and cash equivalents and Canying amounts 

short-term investments 

Short- and long-term debt Market quotes for similar terms 
and maturities or future cash flows 
discounted at current rates 

~ 

(excluding capital leases and 
exchangeable notes) 

Exchangeable notes Market quotes 

Cost investments in unconsolidated 
businesses and notes receivable 

Future cash flows discounted at 
current rates, market quotes 
for similar instruments or other 
valuation models 

At December 31, 
Carrying 

~~ 

Amount 

Short- and long-term debt $45,140 
Exchangeable notes - 
Cost investments in 

unconsolidated businesses 174 
Notes receivable, net 129 

(dollars in millions) 
2003 2002 
Fair Carrying Fair 

Value Amount Value 

$48,685 $ 47,825 $ 51,395 
- 5,204 5,239 

174 202 202 
129 175 175 

In 2003, all of the exchangeable notes were redeemed (see Note 11). 

EARNINGS PER SHARE AND SHAREOWNERS' INVESTMENT 

Earnings Per Share 
The following table is a reconciliation of the numerators and denomi- 
nators used in computing earnings per share: 

(dollars and shares in millions, except per share amounts) 
Years Ended December 31, 2003 2002 2001 

Net Income U s e d  For Basic Earnings 

Income before discontinued operations 
Per Common Share 

and cumulative effect of accounting change $ 3,509 $ 4,661 $ 584 
Loss on discontinued operations, net of tax (9%) (86) (1 3) 
Cumulative effect of accounting change, 

net of tax 
Net income 

503 (496) (182) 
S 3.077 $ 4.079 $ 389 

Net Income Used For Diluted Earnings 

Income before discontinued operations 

After-tax minority interest expense related 

Income before discontinued operations 
and cumulative effect of accounting 
change - after assumed conversion 

Per Common Share 

and cumulative effect of accounting change $ 3,509 $ 4,661 $ 584 

to exchangeable equity interest 21 7 - 

of dilutive securities 3,530 4,668 584 
Loss on discontinued operations, net of tax (9%) (86) (1 3) 
Cumulative effect of accounting change, 

Net income - after assumed conversion 
net of tax 503 (496) (182) 

of dilutive securities $ 3,098 $ 4,086 $ 389 

Basic Earnings Per Common Share''' 
Weighted-average shares outstanding - basic 2,756 2,729 2,710 
Income before discontinued operations 

and cumulative effect of accounting change $ 1.27 $ 1.71 $ .22 
Loss on discontinued operations, net of tax (-34) (.03) 
Cumulative effect of accounting change, 

- 

net of tax 
Net income 

.I8 (.la) (.07) 
$ 1.12 $ 1.49 $ .14 

Diluted Earnings Per Common Sharev) 
Weighted-average shares outstanding 2,756 2,729 2.710 
Effect of dilutive securities: 

Stock options 5 6 20 
Exchangeable equity interest 28 10 - 

Weighted-average shares - diluted 2,789 2,745 2,730 
Income before discontinued operations and 

cumulative effect of accounting change $ 1.27 $ 1.70 $ .21 
Loss on discontinued operations, net of tax (*W (JW - 
Cumulative effect of accounting change, 

net of tax 
Net income 

.I8 678) (.07) 
$ 1.11 $ 1.49 $ .14 

(1) Total per share amounts may not add due to rounding 

Certain outstanding options to purchase shares were not included in 
the computation of diluted earnings per common share because to 
do so would have been anti-dilutive for the period, including approx- 
imately 248 million shares during 2003, 228 million shares during 
2002 and 11 6 million shares during 2001. 

The diluted earnings per share calculation considers the assumed 
conversion of an exchangeable equity interest (see Note 9). 
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Shareowners’ Investment 
Our certificate of incorporation provides authority for the issuance of 
up to 250 million shares of Series Preferred Stock, $.IO par value, in 
one or more series, with such designations, preferences, rights, qual- 
ifications, limitations and restrictions as the Board of Directors may 
determine. 

We are authorized to issue up to 4.25 billion shares of common stock. 

On March 7 ,  2000, our Board of Directors authorized a two-year 
share buyback program for the repurchase of up to 80 million shares 
of common stock in the open market. On January 24, 2002, our 
Board of Directors approved the extension of the stock repurchase 
program to the earlier of the date on which the aggregate number of 
shares purchased under the program reached 80 million shares, or 
the close of business on February 29, 2004. Through December 31, 
2003, we repurchased 36 million Verizon common shares, principally 
under this program. 

On January 22, 2004, the Board of Directors authorized the repur- 
chase of up to 80 million common shares terminating no later than 
the close of business on February 28, 2006. The Board of Directors 
also determined that no additional common shares may be pur- 
chased under the previous program. 

STOCK INCENTIVE PLANS 

We determined stock-option related employee compensation 
expense for 2003 and the pro forma amounts for prior years (see 
Note 2) using the Black-Scholes option-pricing model based on the 
following weighted-average assumptions: 

2003 2002 2001 

Dividend yield 4.0% 3.2% 2.7% 
Expected volatility 30.9 28.5 29.1 
Risk-free interest rate 3.4 4.6 4.8 
Expected lives (in years) 6 6 6 

The weighted-average value of options granted during 2003, 2002 
and 2001 was $8.41, $12.1 1 and $15.24, respectively. 

Our stock incentive plans are described below: 

Fixed Stock Option Plans 
We have fixed stock option plans for substantially all employees. 
Options to purchase common stock were granted at a price equal to 
the market price of the stock at the date of grant. The options gener- 
ally vest over three years and have a maximum term of ten years. 

This table summarizes our fixed stock option plans: 

Stock Options Weighted-Average 
(in thousands) Exercise Price 

Outstanding, January 1,2001 
Granted 
Exercised 
Canceled/forfeited 

Granted 
Exercised 
Canceled/forfeited 

Granted 
Exercised 
Canceled/forfeited 

Outstanding, December 31,2001 

Outstanding, December 31,2002 

Outstanding, December 31,2003 

Options exercisable, December 31, 
2001 
2002 
2003 

232,568 
34,217 
(1 5,358) 

31,206 
(741 7) 
(7,560) 

261,437 
22,207 
(4,634) 

131,924 
162.620 
233,374 

$ 45.58 
55.93 
35.64 
47.82 
47.60 
48.57 
28.1 5 
43.62 
48.32 
38.94 
31.29 
47.87 
47.86 

45.29 
48.37 
48.27 
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The following table summarizes information about fixed stock options outstanding as of December 31, 2003: 
I 

Stock Options Outstanding Stock Options Exercisable 
Range of Shares Weighted-Average Weighted-Average Shares Weighted-Average 

Remaining Life Exercise Price (in thousands) Exercise Price 

$ 20.00 - 29.99 6,756 .85 years $ 25.88 6,729 $ 25.88 
30.00 - 39.99 46,633 5.62 36.55 29,520 35.42 
40.00 - 49.99 105.625 6.52 45.33 91,616 44.82 
50.00 - 59.99 1 1 0,163 6.04 56.1 6 103,593 56.1 6 
60.00 - 69.99 1,916 5.77 62.44 1,916 62.44 

Total 271,093 6.02 47.86 233,374 48.27 

Exercise Prices (in thousands) I 

Performance-Based Shares 
In 2003, stock compensation awards consisted of stock options and 
performance-based stock units that vest over a period of three years. EMPLOYEE BENEFITS 
This was the first grant Of performance based shares Since 2ooo, 
when certain key employees were granted restricted stock 

We maintain noncontributory defined benefit pension plans for sub- 
stantially all employees. The postretirement health care and life 
insurance plans for our retirees and their dependents are both con- 
tributory and noncontributory and include a limit on the Company’s 
share Of Cost for Certain recent and future retirees. we also Sponsor 
defined contribution savings plans to provide opportunities for eli- 
gible employees to save for retirement on a tax-deferred basis. We 
use a measurement date of December 31 for the majority of our pen- 
sion and postretirement health care and life insurance plans. 

Pension and Other Postretirement Benefits 
Pension and other postretirement benefits for many of our employees 
are subject to collective bargaining agreements. Modifications in ben- 
efits have been bargained from time to time, and we may also 
periodically amend the benefits in the management plans. 

The following tables summarize benefit costs, as well as the benefit 
obligations, plan assets, funded status and rate assumptions associ- 
ated with pension and postretirement health care and life insurance 
benefit plans. 

units that vest over a three to five year period. 

The number of shares accrued for the performance-based share pro- 
grams was 6,707,000, 2,861,000 and 4,507,000 at December 31, 
2003,2002 and 2001, respectively. 
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Obligations and Funded Status (dollars in millions) 
Pension Health Care and Life 

At December 31, 2003 2002 2003 2002 

Change in Benefit Obligation 
Beginning of year 
Service cost 
Interest cost 
Plan amendments 
Actuarial loss, net 
Benefits paid 
Termination benefits 
Acquisitions and divestitures, net 
Settlements and curtailments 
Other 
End of year 

Change in Plan Assets 
Beginning of year 
Actual return on plan assets 
Company contributions 
Benefits paid 
Settlements 
Acquisitions and divestitures, net 
End of year 

Funded Status 
End of year 

Unrecognized 
Actuarial loss, net 
Prior service (benefit) cost 
Transition asset 

Net amount recognized 

Amounts recognized on the balance sheet 
Prepaid pension cost (in Other Assets) 
Employee benefit obligation 
Other assets 
Minority interest 
Accumulated other comprehensive loss 

Net amount recognized 

Changes in benefit obligations were caused by factors including 
changes in actuarial assumptions (see “Assumptions”), special 
termination benefits, settlements and curtailments. As a result of 
extending and increasing limits (caps) on company payments toward 
retiree health care costs in connection with the union contracts 
ratified in the fourth quarter of 2003, we began recording retiree 
health care costs as if there were no caps in the fourth quarter of 
2003 relative to these union contracts. This increased our postretire- 
ment benefits obligation by $5,158 million. 

$ 14,310 
788 71 8 176 126 

2,439 2,488 1,204 1,066 
854 114 3,543 - 

1,214 2,560 3,024 2,253 
(3,925) (3,356) (1,316) (1 ,I 83) 
2,588 286 508 21 

23 885 - 404 
(goo) (2,256) - 434 
54 78 22 - 

41,043 37,908 24,592 17,431 

$ 37,908 $ 36,391 $ 17,431 

38,676 48,558 3,992 4,720 
8,671 (4,678) 777 (464) 

285 157 1,014 91 9 
(3,925) (3,3561 (1,316) (1 ,183) 

(2,536) - - 
34 531 - - 

42,841 38,676 4,467 3,992 

1,798 768 (20,125) (1 3,439) 

5,079 8,295 6,964 4,412 
1,512 752 2,797 (892) 

(3) (44) 20 23 
$ 8,386 $ 9,771 $ (10,3441 $ (9,896) 

861 1,374 - - 
$ 8,386 $ 9,771 $ (10,344) $ (9,896) 

In 2003 and 2002, Verizon reduced its workforce using its employee 
severance plans (see Note 4). Additionally, in 2003, 2002 and 2001, 
several of the pension plans’ lump-sum pension distributions sur- 
passed the settlement threshold equal to the sum of service cost and 
interest cost requiring settlement recognition for all cash settlements 
for each of those years. 

The accumulated benefit obligation for all defined benefit pension 
plans was $39,012 million and $35,999 million at December 31, 2003 
and 2002, respectively. 
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Information for pension plans with an accumulated benefit obligation 
in excess of plan assets follows: 

At December 31, 2003 2002 
(dollars in millions) 

Projected benefit obligation $ 12,579 $11,743 
Accumulated benefit obligation 12,061 11,484 
Fair value of plan assets 7,828 7,409 

Net Periodic Cost 
(dollars in millions) 

Pension Health Care and Life 
Years Ended December 31, 2003 2002 2001 2003 2002 2001 
Service cost 
Interest cost 
Expected return on plan assets 
Amortization of transition asset 
Amortization of prior service cost 
Actuarial loss (gain), net (337) (707) (878) 137 70 (78) 
Net periodic benefit (income) cost (1,282) (2,497) (2,690) 1,073 699 528 
Termination benefits 2,588 286 813 508 21 - 
Settlement loss 229 237 35 - - - 
Curtailment (gain) loss and other, net 62 31 2 (1 3) (130) 441 - 
Subtotal 2,879 835 835 378 462 - 
Total (income) cost $ 1,597 $ (1,662) $ (1,855) $ 1,451 $ 1,161 $ 528 

Additional Information 
We evaluate each pension plan to determine whether any additional 
minimum liability is required. As a result of changes in interest rates 
and changes in investment returns, an adjustment to the additional 
minimum pension liability was required for a small number of plans. 
The adjustment in the liability is recorded as a charge or (credit) to 
Accumulated Other Comprehensive Loss, net of tax, in shareowners’ 
investment in the consolidated balance sheets. 

Years Ended December 31, 2003 2002 2001 
(dollars in millions) 

Increase (decrease) in minimum 
liability included in other 
comprehensive income, before tax $ (513) $ 1,342 $ (20) 

Assumptions 
The weighted-average assumptions used in determining benefit obligations follows: 

At December 31, 2003 2002 2003 2002 
Pension Health Care and Life 

Discount rate 
Rate of future increases in compensation 

6.25% 6.75% 625% 6.75% 
5.00 5.00 4.00 4.00 

The weighted-average assumptions used in determining net periodic cost follows: 

Years Ended December 31, 2003 2002 2001 2003 2002 2001 
Discount rate 6.75% 7.25% 7.75% 6.75% 7.25% 7.75% 
Expected return on plan assets 8.50 9.25 9.25 8.50 9.1 0 9.10 
Rate of compensation increase 5.00 5.00 5.00 4.00 4.00 4.00 

Pension Health Care and Life 

In order to project the long-term target investment return for the 
total portfolio, estimates are prepared for the total return of each 
major asset class over the subsequent IO-year period, or longer. 
Those estimates are based on a combination of factors including 
the following: observable current market interest rates, consensus 
earnings expectations, historical long-term performance and value- 

added, and the use of conventional long-term risk premiums. To 
determine the aggregate return for the pension trust, the projected 
return of each individual asset class is then weighted according to 
the allocation to that investment area in the trust’s long-term asset 
allocation policy. The projected long-term results are then also com- 
pared to the investment return earned over the previous 10 years. 
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The assumed Health Care Cost Trend Rates follows: 

Health Care and Life 
At December 31, 2003 2002 2001 

Health care cost trend rate assumed 
for next year 10.00% 11 .OO% 10.00% 

Rate to which cost trend rate 

Year the rate reaches level it is 
gradually declines 5.00 5.00 5.00 

assumed to remain thereafter 2008 2007 2005 

Assumed health care trend rates have a significant effect on the 
amounts reported for the health care plans. A one-percentage-point 
change in the assumed health care cost trend rate would have the 
following effects: 

(dollars in millions) 

One-Percentage-Point increase Decrease 

Effect on 2003 total service and interest cost $ 121 $ (100) 

as of December 31,2003 1,780 (1,482) 
Effect on postretirement benefit obligation 

Medicare Drug Act 
On December 8,2003, the Medicare Prescription Drug, Improvement 
and Modernization Act of 2003 (Medicare Drug Act) was signed into 
law. The Medicare Drug Act introduces a prescription drug benefit 
under Medicare (Medicare Part D) as well as a federal subsidy to 
sponsors of retiree health care benefit plans that provide a benefit 
that is at least actuarially equivalent to Medicare Part D. We sponsor 
several postretirement health care plans that provide prescription 
drug benefits that are deemed actuarially equivalent to the Medicare 
Part D and have elected to recognize the impact of the federal sub- 
sidy on our accumulated postretirement benefit obligation and net 
postretirement benefit costs for 2003. We anticipate the recognition 
of the Medicare Drug Act to decrease our accumulated postretire- 
ment benefit obligation by $1,256 million and have reduced our net 
postretirement benefit cost for 2003 by $13 million. In 2004, our net 
postretirement benefit cost will be reduced by approximately $200 
million. Specific authoritative guidance on the accounting for the fed- 
eral subsidy is pending and that guidance, when issued, could 
impact our current accounting for the effects of the Medicare 
Drug Act. 

Plan Assets 
Pension Plans 
The weighted-average asset allocations for the pension plans by 
asset category follows: 

At December 31, 2003 2002 

Asset Category 
Equity securities 
Debt securities 
Real estate 
Other 
Total 

55.9% 59.6% 
17.3 22.4 
3.3 4.5 

23.5 13.5 
100.0% 100.0% 

Equity securities include Verizon common stock in the amounts of 
$97 million (less than 1 % of total plan assets) and $1 15 million (less 
than 1 % of total plan assets) at December 31, 2003 and 2002, 
respectively. Other assets include cash and cash equivalents (prima- 
rily used for the payment of benefits), private equity and absolute 
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return strategies. At December 31, 2003, other assets included 
$4,343 million for 2004 payments related to the fourth quarter 2003 
voluntary separation plan. 

Health Care and Life Plans 
The weighted asset allocations for the other postretirement benefit 
plans by asset category follows: 

At December 31, 2003 2002 

Asset Category 
Equity securities 
Debt securities 
Real estate 
Other 
Total 

64.5% 61.4% 
27.2 29.3 
0.1 0.1 
8.2 9.2 

100.0% 100.0% 

Equity securities include Verizon common stock in the amounts of $8 
million (less than 1 % of total plan assets) and $9 million (less than 1 % 
of total plan assets) at December 31, 2003 and 2002, respectively. 

The portfolio strategy emphasizes a long-term equity orientation, sig- 
nificant global diversification, the use of both public and private 
investments and professional financial and operational risk controls. 
Assets are allocated according to a long-term policy neutral position 
and held within a relatively narrow and pre-determined range. Both 
active and passive management approaches are used depending on 
perceived market efficiencies and various other factors. Derivatives 
are also used primarily as a means for effectively controlling the port- 
folio’s targeted asset mix. 

Cash Flows 
In 2004, we expect to contribute $266 million to our qualified pension 
trusts, including $138 million for TELPRI, $1 61 million to our other 
nonqualified pension plans and $1 ,I 49 million to our other postretire- 
ment benefit plans in 2004. In 2003, we contributed $126 million to 
our qualified pension trusts, including $122 million for TELPRI, $159 
million to our nonqualified pension plans and $1,014 million to our 
other postretirement benefit plans. 

Estimated Future Benefit Payments 
The benefit payments to retirees, which reflect expected future 
service, are expected to be paid as follows: 

(dollars in millions) 
Health Care and Life Penqion Benefits 

2004 
2005 
2006 
2007 
2008 
2009 - 2013 

$ 8,925 $ 1,557 
2,564 1,594 
2,602 1,537 
2,589 1,561 
2.61 3 1,591 

17,369 8,258 

Expected pension benefit payments in 2004 include $6,328 million 
related to the fourth quarter 2003 voluntary separation plan. 

Savings Plan and Employee Stock Ownership Plans 
We maintain four leveraged employee stock ownership plans (ESOP). 
Under these plans, we match a certain percentage of eligible 
employee contributions to the savings plans with shares of our 
common stock from these ESOPs. Common stock is allocated from 
all leveraged ESOP trusts based on the proportion of principal and 
interest paid on ESOP debt in a year to the remaining principal and 
interest due over the term of the debt. At December 31, 2003, the 
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number of unallocated and allocated shares of common stock was 
10 million and 71 million, respectively. All leveraged ESOP shares are 
included in earnings per share computations. 

We recognize leveraged ESOP cost based on the modified shares 
allocated method for two leveraged ESOP trusts which purchased 
securities before December 15, 1989 and the shares allocated 
method for the other leveraged ESOP trust which purchased securi- 
ties after December 15,1989. 

ESOP cost and trust activity consist of the following: 

(dollars in millions) 
Years Ended December 31, 2003 2002 2001 

Compensation $ 148 $ 143 $ 121 
Interest incurred 22 30 61 

Net leveraged ESOP cost 146 144 146 
Additional ESOP cost 127 120 90 
Total ESOP cost $ 273 $ 264 $ 236 

Dividends (24) (29) (36) 

Dividends received for debt service $ 76 $ 80 $ a7 
Total company contributions to 

leveraged ESOP trusts $ 306 $ 280 $ 259 

In addition to the ESOPs described above, we maintain savings plans 
for non-management employees and employees of certain sub- 
sidiaries. Compensation expense associated with these savings 
plans was $220 million in 2003, $212 million in 2002 and $252 million 
in 2001. 

Severance Benefits 
The following table provides an analysis of our severance liability 
recorded in accordance with SFAS Nos. 11 2 and 146: 

(dollars in millions) 
Beginning Charged to End of 

Year of Year Expense Payments Other Year 

2001 $ 319 $ 819 $ (38) $ - $ 1,100 
2002 1,100 707 (691) 21 1,137 
2003 1,137 1,985 (857) - 2,265 

The remaining severance liability includes future contractual pay- 
ments to employees separated as of December 31, 2003. 

INCOME TAXES 

The components of income tax expense from continuing operations 
are as follows: 

(dollars in millions) 
Years Ended December 31, 2003 2002 2001 

Current 
Federal 
Foreign 
State and local 

Deferred 
federal 
Foreign 
State and local 

Investment tax credits 
Total income tax expense 

$ 87 $ (647) $ 750 
72 45 56 

267 495 257 
426 (107) 1,063 

820 1,477 899 

(2) 255 232 
836 1,719 1,133 

$ 1,252 $ 1.597 $ 2,147 

18 (1 3) 2 

(101 (1 5) (49) 

The following table shows the principal reasons for the difference 
between the effective income tax rate and the statutory federal 
income tax rate: 

Years Ended December 31, 2003 2002 2001 

Statutory federal income tax rate 35.0% 35.0% 35.0% 
State and local income tax, 

net of federal tax benefits 
Tax benefits from investment losses (3.0) (17.2) 40.7 
Equity in earnings (loss) from 

unconsolidated businesses (10.4) (3.1) (11.2) 

3.6 7.8 11.6 

Other, net 
Effective income tax rate 

1.1 3.0 2.5 
26.3% 25.5% 78.6% 

The favorable impact on our 2003 effective income tax rate was pri- 
marily driven by increased earnings from our unconsolidated 
businesses. 

The effective income tax rates in 2002 and 2001 were both impacted 
by losses resulting from the other than temporary decline in market 
value of our investments during those years. Tax benefits recognized 
in 2002 favorably impacted our 2002 effective income tax rate. In 
2001, tax benefits on those losses were not available and, conse- 
quently, had an unfavorable impact on the 2001 effective income tax 
rate. 

Deferred taxes arise because of differences in the book and tax 
bases of certain assets and liabilities. Significant components of 
deferred tax liabilities (assets) are shown in the following table: 

At December 31, 

Depreciation 
Employee benefits 
Leasing activity 
Loss on investments 
Wireless joint venture including 

wireless licenses 
Uncollectible accounts receivable 
Other - net 

Valuation allowance 
Net deferred tax liability 

(dollars in millions) 
2003 2002 

$ 9,722 $ 7,314 

3,064 3,109 
(1,578) (427) 

(1,004) (388) 

9,977 9,251 

1,463 661 
$19,659 $ 18,391 

Net long-term deferred tax liabilities $ 21,708 $ 19,467 
Less net cunent deferred tax assets 

Less deferred investment tax credit 144 158 
Net deferred tax liability $ 19,659 $ 18,391 

(in Prepaid Expenses and Other) 1,905 91 a 

At December 31, 2003, undistributed earnings of our foreign sub- 
sidiaries amounted to approximately $3.4 billion. Deferred income 
taxes are not provided on these earnings as it is intended that the 
earnings are indefinitely invested outside of the U.S. It is not practical 
to estimate the amount of taxes that might be payable upon the 
remittance of such earnings. 

The valuation allowance primarily represents the tax benefits of cer- 
tain state net operating loss carry forwards and other deferred tax 
assets which may expire without being utilized. During 2003, the val- 
uation allowance increased $802 million. This increase primarily 
relates to the sale or write-down of investments for which tax bene- 
fits may not be realized. 
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Domestic information 
Telecom Wireless Services international 

$ 38,828 $ 22,436 $ 4,114 $ 1,921 
774 53 - 28 

39,602 22,489 4,114 1,949 
14,708 6,460 641 574 
8,517 8,057 1,505 691 
9,217 3,888 89 346 

32,442 18,405 2,094 1,611 
7,160 4,084 2,020 338 - 1,091 15 (1 1 

(4) 169 
47 12 7 32 

(1,682) (626) (38) (160) 
(1,554) (8) (20) 

(2,186) (848) (774) (58) 

Domestic 

- - - (141) 

- - 

- 
$ 3,335 $ 1,083 $ 1,206 $ 1,392 
$ 82,087 $ 65,166 $ 2,431 $ 11,872 

64 288 4 4,555 
6,820 4,590 84 358 

SEGMENT INFORMATION 

Reportable Segments 
We have four reportable segments, which we operate and manage as 
strategic business units and organize by products and services. We 
measure and evaluate our reportable segments based on segment 
income. This segment income excludes unallocated corporate 
expenses and other adjustments arising during each period. The 
other adjustments include transactions that the chief operating deci- 
sion makers exclude in assessing business unit performance due 
primarily to their non-operational and/or non-recurring nature. 
Although such transactions are excluded from the business segment 
results, they are included in reported consolidated earnings. Gains 
and losses that are not individually significant are included in all seg- 
ment results, since these items are included in the chief operating 
decision makers' assessment of unit performance. These are mostly 
contained in Information Services and International since they 
actively manage investment portfolios. 

Total 
Segments 

$ 67,299 
855 

68,154 
22,383 
18,770 
13,540 

54,552 
13,602 
1,105 

165 
98 

(2,506) 
(1,582) 
(3,866) 

(141) 

$ 7,016 
$ 161,556 

4,911 
11,852 

Our segments and their principal activities consist of the following: 

Domestic Telecom 
Domestic wireline communications services, principally representing our 
telephone operations that provide local telephone services in 29 states 
and the District of Columbia. These services include voice and data trans- 
port, enhanced and custom calling features, network access, directory 
assistance, private lines and public telephones. This segment also pro- 
vides long distance services, customer premises equipment distribution, 
data solutions and systems integration, billing and collections, Internet 
access services and inventory management services. 
Domestic Wireless 
Domestic wireless products and services include wireless voice 
and data services and equipment sales across the United States. 
Information Services 
Domestic and international publishing businesses, including print 
SuperPages@ and electronic SuperPages.comTM directories, as well as 
website creation and other electronic commerce services. This segment 
has operations principally in North America and Latin America. 
International 
International wireline and wireless communications operations and invest- 
ments primarily in the Americas, as well as investments in Europe. 

$ 40,260 $ 19,424 $ 4,287 $ 2,191 
579 49 28 

40,839 19,473 4,287 2,219 
13,390 5,456 688 586 
9,048 7,084 1,411 61 0 

- 

The following table provides operating financial information for our four reportable segments: 
(dollars in millions) 

$ 66,162 
656 

66,818 
20,120 
18,153 

2003 

External revenues 
lntersegment revenues 

Total operating revenues 
Cost of services and sales 
Selling, general & administrative expense 
Depreciation & amortization expense 
Sales of businesses, net 

Operating income 
Equity in earnings (loss) of unconsolidated businesses 
Income (loss) from other unconsolidated businesses 
Other income and (expense), net 
Interest expense 
Minority interest 
Provision for income taxes 
Segment income 
Assets 
Investments in unconsolidated businesses 
Capital expenditures 

Total operating expenses 

9,456 3,293 74 376 
31,894 15,833 2,173 1,572 
8,945 3,640 2,114 647 

13,199 
51,472 
15,346 

External revenues 
lntersegment revenues 

Total operating revenues 
Cost of services and sates 
Selling, general & administrative expense 
Depreciation & amortization expense 

Operating income 
Equity in earnings of unconsolidated businesses 
Income from other unconsolidated businesses 
Other income and (expense), net 
Interest expense 
Minority interest 
Provision for income taxes 
Segment income 
Assets 
Investments in unconsokiated businesses 
Capital expenditures 
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Total operating expenses 

$ 4,364 $ 966 $ 1,281 $ 1,152 1 $ 7,763 
$ 82,257 $ 63,470 $ 4,319 $ 11,955 I $ 162,001 

3,971 
37603 42 1 1 13,006 

70 289 9 
8,004 4,414 167 
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2001 
External revenues 
lntersegment revenues 

Total operating revenues 
Cost of services and sales 
Selling, general 8, administrative expense 
Depreciation & amortization expense 

Operating income 
Equity in earnings of unconsolidated businesses 
Income from other unconsolidated businesses 
Other income and (expense), net 
Interest expense 
Minority interest 
Provision for income taxes 
Segment income 
Assets 
Investments in unconsolidated businesses 
Capital expenditures 

Total operating expenses 

Domestic Domestic Information 
Telecom Wireless Services International 

$ 41,670 $ 17,519 $ 4,267 $ 1,572 
478 41 46 9 

14,313 5,085 743 398 
9,402 6,461 1,21 a 61 0 

42,148 17,560 4.31 3 I ,581 

9,260 3,709 79 278 
32,975 15,255 2,040 1,286 
9,173 2,305 2,273 295 

4 5 - 823 
98 

157 5 17 92 
(1,810) (577) (39) (323 

- 63 1788) (7) 

- - - 

. .  . .  
(341 5) (41 3) (892) (34 

$ 4,509 $ 537 $ 1,352 $ 1,014 
$ 83,978 $ 60,262 $ 4,160 $ 15,119 

69 285 10 7,315 
12,731 5,080 156 31 0 

(dollars in millions) 
Total 

Segments 

$ 65,028 
574 

65,602 
20,539 
17,691 
13,326 
51,556 
14,046 

98 
271 

(2 I 749) 
(732) 

a32 

(4,354) 
$ 7,412 
$ 163,519 

7,679 
18,277 

Reconciliation To Consolidated Financial Information 
A reconciliation of the results for the operating segments to the applicable line items in the consolidated financial statements is as follows: 

(dollars in millions) 
2003 2002 2001 

Operating Revenues 
Total reportable segments 
Non-strategic access line sales 
Corporate, eliminations and other 
Consolidated operating revenues - reported 

Operating Expenses 
Total reportable segments 
Non-strategic access line sales 
Sales of businesses and investments, net (see Notes 3, 5 and 8) 
Transition costs (see Note 4) 
Severance, pension and benefit charges (see Note 4) 
Investment-related charges (see Notes 5 and 8) 
NorthPoint settlement (see Note 4) 
MCI exposure, lease impairment and other special items (see Note 4) 
International restructuring (see Note 4) 
Corporate, eliminations and other 
Consolidated operating expenses - reported 

Net income 
Segment income - reportable segments 
Sales of businesses and investments, net (see Notes 3, 5 and 8) 
Transition costs (see Note 4) 
Severance, pension and benefit charges (see Note 4) 
Investment-related charges (see Notes 5 and 8) 
NorthPoint settlement (see Note 4) 
MCI exposure, lease impairment and other special items (see Note 4) 
International restructuring (see Note 4) 
lusacell charge (see Note 3) 
Tax benefits (see Note 5) 
Loss on discontinued operations - lusacell (see Note 3) 
Cumulative effect of accounting change (see Note 2) 
Corporate and other 
Consolidated net income - reported 

Assets 
Total reportable segments 
Reconciling items 
Consolidated assets 

$ 68,154 $ 66,818 $ 65,602 
- 623 997 

(402) (1 37) 114 
$ 67,752 $ 67,304 $ 66,713 

$ 54,552 $ 51,472 $ 51,556 
- 241 41 3 

300 (2 I 747) 350 - 51 0 1,039 
5,523 1,949 1,597 

732 
175 
593 

705 

151 
35 

- 

266 683 791 
$ 3,077 $ 4,079 $ 389 

$ 161,556 $ 162,001 $ 163,519 
4,412 5,467 7,276 

$ 165,968 $ 167,468 $ 170,795 
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Results of operations for Domestic Telecom exclude the effects of the 
non-strategic access lines sold in the third quarter of 2002. In addi- 
tion, the transfer of Global Solutions Inc. from International to 
Domestic Telecom effective January 1, 2003 is reflected in this finan- 
cial information as if it had occurred for all periods presented. 
Financial information for International excludes the effects of lusacell 
(see Note 3). 

Corporate, eliminations and other includes unallocated corporate 
expenses, intersegment eliminations recorded in consolidation, the 
results of other businesses such as lease financing, and asset impair- 
ments and expenses that are not allocated in assessing segment 
performance due to their non-recurring nature. 

We generally account for intersegment sales of products and services 
and asset transfers at current market prices. We are not dependent 
on any single customer. 

I 

Geographic Areas 
Our foreign investments are located principally in the Americas and 
Europe. Domestic and foreign operating revenues are based on the 
location of customers. Long-lived assets consist of plant, property 
and equipment (net of accumulated depreciation) and investments in 
unconsolidated businesses. The table below presents financial infor- 
mation by major geographic area: 

(dollars in millions) 
Years Ended December 31, 2003 2002 2001 

Domestic 
Operating revenues 
Long-lived assets 

Foreign 
Operating revenues 
Long-lived assets 

Consolidated 
Operating revenues 
Long-lived assets 

$ 65,303 $ 64,576 $ 64,816 
74,346 72,726 74,462 

2,449 2,728 1,897 
6,759 6,018 9,295 

67,752 67,304 66,713 
81,105 78,744 83,757 

COMPREHENSIVE INCOME 

Comprehensive income consists of net income and other gains and 
losses affecting shareowners' investment that, under GAAP, are 
excluded from net income. 

Changes in the components of other comprehensive income (loss), 
net of income tax expense (benefit), are as follows: 

(dollars in millions) 
Years Ended December 31, 2003 2002 2001 

Foreign Currency Translation Adjustments, net of taxes of $-, $28 and $- 
Unrealized Gains (Losses) on Marketable Securities 
Unrealized gains (losses), net of taxes of $2, $(129) and $(403) 

Less reclassification adjustments for gains (losses) realized in net income, 

Add reclassification of earnings due to accounting change for derivatives 
net of taxes of $1, $51 and $(I ,059) 

Net unrealized gains (losses) on marketable securities 
Unrealized Derivative Gains (Losses) on Cash Flow Hedges 
Cumulative effect of accounting change 
Unrealized gains (losses) 

Less reclassification adjustments for gains (losses) realized in net income 
Net unrealized derivative gains (losses) on cash flow hedges 
Minimum Pension Liability Adjustment, net of taxes of $201, $(491) and $7 
Other Comprehensive Income (Loss) 

The reclassification adjustments for the net gains and losses realized 
in net income on marketable securities in 2003, 2002 and 2001 pri- 
marily relate to the other than temporary decline in market value of 
certain of our investments in marketable securities in 2002 and 2001. 
The net realized losses for 2002 are partially offset by realized gains 
on the sales of TCNZ and C&W. The unrealized derivative gains and 
losses primarily result from our hedges of foreign exchange risk in 
2002 and 2001 (see Note 12). The changes in the minimum pension 
liability in 2003 and 2002 were required by accounting rules for cer- 
tain pension plans based on their funded status (see Note 15). The 
foreign currency translation adjustment in 2003 is primarily driven by 
the impact of the euro on our investment in Omnitel and a reclassifi- 
cation of the foreign currency translation loss of lusacell of $577 
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- 
29 

- 
70 

million in connection with the sale of lusacell (see Note 3), partially 
offset by unrealized foreign currency translation losses at Verizon's 
operations in the Dominican Republic and CANTV. 

The components of Accumulated Other Comprehensive Loss are 
as follows: 

At December 31, 2003 2002 

Foreign currency translation adjustments $ ( S O )  $ (1,228) 
Unrealized gains on marketable securities 24 23 

(dollars in rnilllons) 

Unrealized derivative losses on cash flow hedges (54) (33) 
Minimum pension liability adjustment (560) (872) 
Accumulated other comprehensive loss $ (1,250) $ (2,110) 
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ACCOUNTING FOR THE IMPACT OF THE SEPTEMBER 11, 
2001 TERRORET ATTACKS 

The primary financial statement impact of the September 11, 2001 
terrorist attacks pertains to Verizon’s plant, equipment and adminis- 
trative office space located either in, or adjacent to the World Trade 
Center complex, and the associated service restoration efforts. 
During the year ended December 31,2001, we recorded an estimate 
of equipment losses and costs incurred associated with service dis- 
ruption and restoration of $685 million. In addition, we accrued an 
insurance recovery of $400 mdlion, resulting in a net impact of $285 
million ($1 72 million after-tax) recorded in operating expenses (prima- 
rily cost of services and sales) in the consolidated statements of 
income, and also reported by our Domestic Telecom segment. The 
costs and estimated insurance recovery were recorded in accor- 
dance with Emerging Issues Task Force Issue No. 01 -1 0, “Accounting 
for the Impact of the Terrorist Attacks of September 11, 2001 .” In 
2003 and 2002, we recorded additional insurance recoveries of $270 
million and $200 million, respectively. Of the amounts recorded, 
approximately $130 million and $7 12 million were related to operating 
expenses (primarily cost of services and sales) in 2003 and 2002, 
respectively. As of December 31, 2003, we received insurance pro- 
ceeds of $825 million. 

ADDITIONAL FINANCIAL INFORMATION 

The tables that follow provide additional financial information related 
to our consolidated financial statements: 

Income Statement Information 

(dollars in millions) 
Years Ended December 31, 2003 2002 2001 
Depreciation expense $ 12,215 $ 12,136 $ 11,362 
interest expense incurred 
Capitalized interest 
Advertising expense 

2,941 3,315 3,644 
(144) (185) (368) 

1,428 1,536 1,410 

Balance Sheet Information 
Accounts Payable and Accrued Liabilities 

At December 31, 2003 2002 
Accounts payable $ 4,130 $ 4,851 
Accrued expenses 2,995 2,796 
Accrued vacation pay 824 960 
Accrued salaries and wages 3,376 2,171 
Interest payable 633 669 
Accrued taxes 2,741 1,195 

$ 14,699 $ 12,642 

(dollars in millions) 

Other Current Liabilities 
Advance billings and customer deposits $ 1,686 $ 1,566 
Dividends payable 1,084 1,072 
Other 3,134 2,375 

s 5,904 $ 5,013 

Cash Flow Information 
(dollars in millions) 

Years Ended December 31, 2003 2002 2001 

Cash Paid 
Income taxes, net of amounts refunded $ (713) $ 522 $ 932 
Interest, net of amounts capitalized 2,646 2,855 3,180 

Supplemental investing and financing 
transactions: 

Assets acquired in business 

Liabilities assumed in business 

Debt assumed in business 

combinations 

combinations 

combinations 

1,121 2,697 2,995 

13 1.200 27 

4 589 21 5 
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GUARANTEES OF SUBSIDIARY DEBT 

Verizon has guaranteed $300 million 7% debentures series F issued 
by Verizon South Inc. due 2041. Verizon South is an indirect wholly 
owned operating subsidiary of Verizon. This guarantee is full and 
unconditional and would require Verizon to make scheduled pay- 
ments immediately if Verizon South failed to do so. Verizon may, in 
some future period, decide to guarantee $480 million 7% debentures 
series B, due 2042 issued by Verizon New England Inc., also an indi- 
rect wholly owned operating subsidiary of Verizon. Both of these 
securities were issued in denominations of $25 and were sold prima- 
rily to retail investors. SEC rules permit us to include condensed 
consolidating financial information for Verizon South in our periodic 

SEC reports rather than filing separate subsidiary periodic SEC 
reports. In addition, condensed consolidating financial information 
for Verizon New England is provided in the event that the debt 
issuance previously described is subsequently guaranteed. 

Below is the condensed consolidating financial information. Verizon 
New England and Verizon South are presented in separate columns. 
The column labeled Parent represents Verizon's investments in all of 
its subsidiaries under the equity method and the Other column repre- 
sents all other subsidiaries of Verizon on a combined basis. The 
Adjustments column reflects intercompany eliminations. 

(dollars in millions) 

Total 
Condensed Consolidating Statements of Income Verizon Verizon 
Year Ended December 31,2003 Parent New England south Other Adjustments 

Operating revenues 
Operating expenses 
Operating Income (Loss) 
Equity in earnings (loss) of 

Income (loss) from other 

Other income and (expense), net 
Interest expense 
Minority interest 
Income (loss) before provision for 

unconsolidated businesses 

unconsolidated businesses 

income taxes, discontinued 
operations and cumulative effect 
of accounting change 

Income tax benefit (provision) 
Income (Loss) Before Discontinued 

Operations And Cumulative 
Effect Of Accounting Change 

Loss on discontinued operations, 
net of tax 

Cumulative effect of accounting 
change, net of tax 

Net Income (Loss) 

$ -  $ 4,102 $ 951 $ 62,976 $ (277) $ 67,752 
562 4,148 808 55,017 (277) 60,258 
(562) (46) 143 7,959 - 7,494 

- 1,278 3,176 (42) 1,272 (3,128) 

3,077 (167) 49 3,726 (3,176) 3,509 

- - - - (935) (935) 

- - 369 47 87 503 
$ 3,077 $ 202 $ 9 6  $ 2,878 $ (3,176) $ 3,077 
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(dollars in millions) 
Condensed Consolidating Statements of Income Verizon Uerizon 
Year Ended December 31,2002 Parent New England south Other Adjustments Total 

Operating revenues 
Operating expenses 
Operating Income (Loss) 
Equity in earnings (loss) of 

unconsolidated businesses 
Loss from other unconsolidated 

businesses 
Other income and (expense), net 
Interest expense 
Minority interest 
Income (loss) before provision 

for income taxes, discontinued 
operations and cumulative 
effect of accounting change 

Income tax benefit (provision) 
Income (Loss) Before Discontinued 

Operations And Cumulative 
Effect Of Accounting Change 

Loss on discontinued operations, 
net of tax 

$ -  $ 4,365 $ 1,350 $ 61,833 $ (244) $ 67,304 
385 3,826 (753) 49,086 (244) 52,300 
(385) 539 2,103 12,747 - 15,004 

3,578 371 2,045 4,318 (4.054) 6,258 
501 (1 38) (794) (1,166) - (1,597) 

4,079 233 1,251 3,152 (4,054) 4,661 

Cumulative effect of accounting 

Net Income (Loss) $ 4,079 $ 233 $ 1,251 $ 2,570 $ (4,054) $ 4,079 
- - - - change, net of tax (496) (496) 

(dollars in millions) 
Condensed Consolidating Statements of Income Uerizon Uerizon 
Year Ended December 31,2001 Parent New England South Other Adjustments Total 

Operating revenues 
Operating expenses 
Operating Income (Loss) 

$ -  $ 4,650 $ 1,613 $ 60,790 $ (340) $ 66,713 
248 3,768 986 50,578 (340) 55,240 
(248) 882 627 10,212 - 11,473 

Equity in earnings (loss) of 

Loss from other unconsolidated 
unconsolidated businesses 527 (1 39) (9) 466 (399) 446 

businesses (5,486) - (5,486) 
Other income and (expense), net 9 22 3 170 (5) 199 

(2,818) (1 23) (3,276) 
(625) 

Interest expense (98) (1 64) 

- - - 

- - - - 
(73) 

(625) Minority interest 
Income (loss) before provision 

for income taxes, discontinued 
operations and cumulative 
effect of accounting change 

Income tax benefit (provision) 
Income (Loss) Before Discontinued 

Operations And Cumulative 
Effect Of Accounting Change 

Loss on discontinued operations, 
net of tax 

Cumulative effect of accounting 
change, net of tax 

Net Income (Loss) 
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(dollars in millions) 
Condensed Consolidating Balance Sheets Verizon Verizon 
December 31,2003 Parent New England south Other Adjustments Total 

Cash 
Short-term investments 
Accounts receivable, net 
Other current assets 

$ -  $ -  $ -  $ 699 $ -  $ 699 
- 200 40 1,932 - 2,172 
3 1,117 162 10,424 (1,801) 9,905 

5,201 380 192 5,073 (5,329) 5,517 
Total current assets 5,204 1,697 394 18,128 (7,130) 18,293 

Plant, property and equipment, net 
Investments in unconsolidated 

businesses 
Other assets 
Total Assets 

Debt maturing within one year 
Other current liabilities 

Total current liabilities 
Long-term debt 
Employee benefit obligations 
Deferred income taxes 
Other liabilities 
Minority interest 
Total shareowners’ investment 
Total Liabilities and Shareowners’ 

Investment 

1 6,751 1,280 67,284 - 75,316 

30,869 117 - 6,354 (31,551) 5,789 
152 61 0 385 65,433 (1 0) 66,570 

$ 36,226 $ 9,175 $ 2,059 $1 57,199 $(38,691) $165,968 

$ 3 0  $ 513 $ -  $ 11,125 $ (5,701) $ 5,967 
2,484 1,739 301 17,508 (1,429) 20,603 
2,514 2,252 301 28,633 (7,130) 26,570 

145 2,749 900 35,629 (1 0) 39,413 
99 1,787 216 14,657 - 16,759 
- 602 238 20,868 - 21,708 
2 235 39 3,428 - 3,704 - - - 24,348 - 24,348 

33,466 1,550 365 29,636 (31,551) 33,466 

$36,226 $ 9,175 $ 2,059 $157,199 $(38,691) $165,968 

{dollars in millions) 
Condensed Consolidating Balance Sheets Verizon Verizon 
December 31,2002 Parent New England South Other Adjustments Total 

Cash 
Short-term investments 
Accounts receivable, net 
Other current assets 

Plant, property and equipment, net 
Investments in unconsolidated 

businesses 
Other assets 
Total Assets 

Total current assets 

Debt maturing within one year 
Other current liabilities 

Total current liabilities 
Long-term debt 
Employee benefit obligations 

$ -  $ -  $ -  $ 1,422 $ -  $ 1,422 

7 1,218 186 12,464 (1,379) 12,496 

- 284 26 1,732 - 2,042 

1,557 278 128 6,383 (2,213) 6,133 
1,564 1,780 340 22,001 (3,592) 22,093 

1 6,524 1,257 65,976 - 73,758 

33,410 118 - 2,108 (30,650) 4,986 
109 580 41 7 65,535 (1 0) 66,631 

$ 35,084 $ 9,002 $ 2,014 $1 55,620 $(34,252) $167,468 

$ 29 $ 770 $ -  $ 10,497 $ (2,029) $ 9,267 
1,964 1,795 294 16,172 (1,563) 18,662 
1,993 2,565 294 26,669 (3.592) 27,929 

175 2,625 900 40.31 3 (1 0) 44,003 
235 1,731 212 13.21 1 - 15,389 

I Deferred income taxes 63 231 208 18,965 - 19,467 
Other liabilities 2 208 76 3,721 - 4,007 
Minority interest - - 24,057 - 24,057 - 
Total shareowners’ investment 32,616 1,642 324 28,684 (30,650) 32,616 
Total Liabilities and Shareowners’ 

investment $ 35,084 $ 9,002 $ 2,014 $155,620 $(34,252) $1 67,468 



(dollars in millions) 

Total 
Condensed Consolidating Statements of Cash Flows Verizon Verizon 
Year Ended December 31,2003 Parent New England South Other Adjustments 

Net cash from operating activities $ 8,763 $ 1,304 $ 283 $20,645 $ (8,513) $22,482 - Net cash from investing activities (628) (229) (1 1,516) 127 (12,2461 
Net cash from financing activities (8,763) I6761 (54) (9,852) 8,386 (10,959) 
Net Decrease in Cash $ -  $ -  $ -  $ (723) $ -  $ (723) 

(dollars in milllons) 
Condensed Consolidating Statements of Cash Flows Verizon Verizon 
Year Ended December 31,2002 Parent New England South Other Adjustments Total 

Net cash from operating activities $ 8,345 $ 1,488 $ (306) $ 20,716 $ (8,144) $ 22,099 
Net cash from investing activities (754) 2,252 (8.008) (290) (6,800) 
Net cash from financing activities (8.345) (734) (1,946) (12,218) 8,434 (1 4,809) 
Net Increase in Cash $ -  $ -  $ -  $ 490 $ -  $ 490 

- 

(dollars in millions) 

Total 
Condensed Consolidating Statements of Cash flows Verizon Verizon 
Year Ended December 31,2001 Parent New England South Other Adjustments 

Net cash from operating activities 
Net cash from investing activities 
Net cash from financing activities 
Net Increase (Decrease) in Cash 

$ 19,526 
18 (1,689) (455) (19,787) 589 (21,324) 

$ 6.239 $ 1,496 $ 500 $17,294 $ (6.003) 

(6,257) 193 (71) 2,694 5,414 1,973 
$ -  $ -  $ (26) $ 201 $ -  $ 175 
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COMMITMENTS AND CONTINGENCIES 

Several state and federal regulatory proceedings may require our 
telephone operations to pay penalties or to refund to customers a 
portion of the revenues collected in the current and prior periods. 
There are also various legal actions pending to which we are a party 
and claims which, if asserted, may lead to other legal actions. We 
have established reserves for specific liabilities in connection with 
regulatory and legal actions, including environmental matters, that we 
currently deem to be probable and estimable. We do not expect that 
the ultimate resolution of pending regulatory and legal matters in 
future periods, including the Hicksville matters described below, will 
have a material effect on our financial condition, but it could have a 
material effect on our results of operations. 

During 2003, under a government-approved plan, remediation of the 
site of a former facility in Hicksville, New York that processed nuclear 
fuel rods in the 1950s and 1960s commenced. Remediation beyond 
original expectations proved to be necessary and a reassessment of 
the anticipated remediation costs was conducted. In addition, a 
reassessment of costs related to remediation efforts at several other 
former facilities was undertaken. As a result, an additional 
environmental remediation expense of $240 million was recorded in 
Selling, General and Administrative Expense in the consolidated 
statements of income in the fourth quarter of 2003. We expect overall 
remediation efforts, including soil and ground water remediation and 
property costs, to take place over the next several years, and our cost 
estimates may be revised as remediation continues. 

There are also litigation matters associated with the Hicksville site pri- 
marily involving personal injury claims in connection with alleged 
emissions arising from operations in the 1950s and 1960s at the 
Hicksville site. These matters are in various stages, and no trial date 
has been set. 

As discussed in Note 4, during 2002 we recorded a pretax charge of 
$175 million ($1 14 million after-tax) for a proposed settlement of the 
Northpoint litigation. The lawsuit arose from Verizon’s decision to ter- 
minate an agreement with NorthPoint to combine the two companies’ 
DSL businesses. Verizon terminated the merger agreement due to the 
deterioration in NorthPoint‘s business, operations and financial con- 
dition. The proposed settlement was approved by the bankruptcy 
court and paid by Verizon and the NorthPoint litigation has been dis- 
missed with prejudice. Appeals of the bankruptcy court’s order were 
dismissed in early 2003. 

Our commercial relationship continues with Level 3 Communications 
LLC (Level 3), the purchaser of substantially all of Genuity’s domestic 
assets and the assignee of Genuity’s principal contract with us. We 
have a multi-year purchase commitment expiring on December 31, 
2005 for services such as dedicated Internet access, managed web 
hosting, Internet security and some transport services. Under this 
purchase commitment, Verizon has agreed to pay Level 3 a minimum 
of $250 million between February 4, 2003 and December 31, 2005. 
Through December 31, 2003, $71 million of that purchase commit- 
ment had been met by Verizon. 

We have several commitments primarily to purchase network serv- 
ices, equipment and software from a variety of suppliers, including 
the Level 3 commitment in the preceding paragraph, totaling $630 
million. Of this total amount, $413 million, $194 million and $23 mil- 
lion are expected to be purchased in 2004, 2005 and 2006, 
respectively. 
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QUARTERLY FINANCIAL INFORMATION (UNAUDITED) 

(dollars in millions, except per share amounts) 
Income (Loss) Before Discontinued Operations and 

Cumulative Effect of Accounting Change 
Net Income Operating Operating Per Share- Per Share- 

Quarter Ended Revenues Income (Loss) Amount Basic Diluted (Loss) 

March 31 $ 16,490 $ 3,707 $ 1,910 $ .70 $ .69 $ 2,406 
June 30'4 16,829 2,730 1,266 .46 .46 338 

December 3lW 17,278 (2,148) (1,458) (.=I (.=I (1,458) 

2003 

September 30 17,155 3,205 1,791 .65 .64 1,791 

2002 
March 31lc1 
June 30* 
September 30''' 
December 31° 

$ 16,285 $ 3,512 $ 6 $ - $ -  $ (501) 
16,752 2,686 (2,077) (.76) (-76) (2,115) 
17,113 6,014 4,415 1.62 1.61 4,405 
17,154 2,792 2,317 .a5 .84 2,290 

(a) Results of operations for the second quarter of 2003 include a $436 million after-tax charge for severance and related pension settlement benefits. 
(b) Results of operations for the fourth quarter of 2003 include a $2,882 million after-tax charge for severance and related pension settlement benefds. 
(c) Results of operations for the first quarter of 2002 include a $2,026 million after-tax loss on investments. 
(d) Results of operations for the second quarter of 2002 include a $3,305 million after-tax loss on investments and a $475 million after-tax charge for severance and related pension 

(e) Results of operations for the third quarter of 2002 include a $1,550 million after-tax gain on the sale of non-strategic access lines and tax benefds of $983 million related to current and 

(9 Results of operations for the fourth quarter of 2002 include tax beneffis of $1.121 million related to current and prior year investment losses, partially offset by an after-tax severance, 

settlement benefits. 

prior year investment losses. 

pension and benefits charge of $604 million. 

Income (loss) before discontinued operations and cumulative effect of accounting change per common share is computed independently for each quarter and the sum of the quarters 
may not equal the annual amount. 
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Registered Shareowner Services 
Questions or requests for assistance regarding changes to or 
transfers of your registered stock ownership should be directed 
to our transfer agent, EquiServe Trust Company, N.A. at: 

Verizon Communications Shareowner Services 
c/o EquiServe 
P.O. Box 43005 
Providence, RI 02940-3005 
Phone: 800 631 -2355 
Website: www.equiserve.com 
Email: verizon@equiserve.com 

Persons outside the U.S. may call: 816 843-4284 

Persons using a telecommunications device for the deaf VDD) 
may call: 800 524-9955 

Online Account Access - Registered shareowners can view 
account information online at: www,verkon .equiserve.com 

You will need your account number, a password and taxpayer 
identification number to enroll. For more information, contact 
EquiServe. 

Electronic Delivery of Proxy Materials - Registered share- 
owners can receive their Annual Report, Proxy Statement and 
Proxy Card online, instead of receiving printed materials by mail. 
Enroll at www.econsent.com/vz 

Direct Dividend Deposit Service - Verizon offers an electronic 
funds transfer service to registered shareowners wishing to 
deposit dividends directly into savings or checking accounts on 
dividend payment dates. For more information, contact 
EquiSetve. 

Direct Invest Stock Purchase and Ownership Plan - Verizon 
offers a direct stock purchase and share ownership plan. The 
plan allows current and new investors to purchase common 
stock and to reinvest the dividends toward the purchase of addi- 
tional shares. To receive a Plan Prospectus and enrollment form, 
contact EquiServe or visit their website. 

Corporate Governance 
Verizon’s Corporate Governance Guidelines are available 
through the Corporate Governance link on our website - 
www.verizon. comhnvestor 

If you would prefer to receive a printed copy in the mail, please 
contact the Assistant Corporate Secretary: 

Verizon Communications Inc. 
Assistant Corporate Secretary 
1095 Avenue of the Americas - Room 3883 
New York, NY 10036 

I 

Equal Opportunity Policy 
The company maintains a long-standing commitment to equal 
opportunity and valuing the diversity of its employees, suppliers 
and customers. Verizon is fully committed to a workplace free 
from discrimination and harassment for all persons, without 
regard to race, color, religion, age, gender, national origin, sexual 
orientation, marital status, citizenship status, veteran status, dis- 
ability or other protected classifications. 

Investor Services 
Investor Website - Get company information and news on our 
website - vww.verizon.com/investor 

VZ Mail - Get the latest investor information delivered directly to 
your computer desktop. Subscribe to VZ mail at our investor 
information website. 

Stock Market Information 
Shareowners of record at December 31, 2003: 1,064,000 

Verizon is listed on the New York Stock Exchange 
(ticker symbol: VZ) 

Also listed on the Philadelphia, Boston, Chicago, Pacific, London, 
Swiss, Amsterdam and Frankfurt exchanges. 

Common Stock Price and Dividend Information 
Cash 

Dividend 
High Low Declared 

2003 
First Quarter $ 44.31 $ 32.06 $ 0.385 
Second Quarter 41.35 32-80 0.385 
Third Quarter 40.25 32.05 0.385 
Fourth Quarter 35.25 31.10 0.385 

Market Price 

2002 
First Quarter $ 51.09 $ 43.02 $ 0.385 
Second Quarter 46.01 36.50 0.385 
Third Quarter 40.20 26.01 0.385 
Fourth Quarter 43.20 27.50 0.385 

Form 10-K 
To receive a copy of the 2003 Verizon Annual Report on Form 
1 0-K, which is filed with the Securities and Exchange 
Commission, contact Investor Relations: 

Verizon Communications Inc. 
Investor Relations 
1095 Avenue of the Americas 
36th Floor 
New York; NY 10036 
Phone: 21 2 395-1 525 
Fax: 212 921-2917 

http://www.equiserve.com
mailto:verizon@equiserve.com
http://equiserve.com


Verizon Communications Inc. 
1095 Avenue of the Americas 
New York, New York 10036 
212 395-2121 
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